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Review of macroeconomic developments

2012 V12013 %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 33380 35170
Industrial output (compared to the same period the year before) -7.1 104
Forestry (compared to the same period the year before) -13.6 499
Construction (compared to the same period the year before-measured by effective 9 299
working hours)
Employment
Number of employed people 167,484 179,861
Number of unemployed people 31,168 30,337
Inflation rate
Consumer prices (@annual rate) 5.1 2.2
Average salary (without taxes and contributions) 487 482
MONETARY DEVELOPMENTS (EUR million)
M11
Total deposits 1,980.7  2,009.7 1.5
Deposits by economy 526.5 539.3 24
Government deposits 87.0 89.6 30
Deposits by financial institutions 754 759 0.7
Deposits by households 1,1468 11,1647 16
Deposits - other 145.0 140.1 -33
Total loans 23420 24575 49
Loans to economy 9304 990.5 6.5
Loans to government 100.1 1182 18.1
Loans to banks and financial institutions 4325 394.1 -8.9
Loans to private citizens 809.1 880.9 89
Other loans 69.8 737 56
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million)** 327 109
Stock exchange indices
MONEX20 9,849.92 984743 0.0
MONEX PIF 344184 257742 -25.1
Average interest rates on 91-day T-bills, last recorded 547% 3.55%
Average interest rates on 182-day T-bills, last recorded 3.48% 3.58%
FISCAL DEVELOPMENTS (EUR million)**
Current incomes*** 1,297.7 570.1
Expenditures*** 1,430.8 6374
Surplus/deficit -133.1 -67.3
Public debt without debt of public enterprises (in EUR million) 404.5 4427 94
Foreign debt without debt of public enterprises (in EUR million) 1,2950 11,3182 1.8
EXTERNAL DEVELOPMENTS**
Current account balance (EUR million) -587.6 -420.3
Trade balance -1,389.2 -6183
Balance of services 6123 101.7
% of trade deficit/other balances coverage 57.7 320
Current account balance in % of GDP -17.6

* Estimated by Ministry of Finance
** Data for the periods I-XI 2012 and I-VI 2013

**¥ Current revenues and expenditures of the Budget, State Funds and local governments.






MACROECONOMIC ENVIRONMENT IN MONTENEGRO

A significant economic growth was achieved in the first half 2013. According to the CBCG estimates,
growth in H1 2013 amounted to 4%. However, this does not mean that Montenegro entered the new ex-
pansion phase since the growth substantially resulted from the one-off factors: low base from Q1 2013
and extremely high growth rates in some sectors (electricity, forestry and construction) which are not
viable in long-term.

Industrial output, construction, forestry, retail trade and a part of transport increased in the first six
months 2013. The analysis of the economic trends for the first half of the year showed encouragingly
significant increase in exports, decline in imports and consequently decline in current account deficit.

The situation in the banking system was stable although some risks were still high. The largest vulner-
ability of the banking sector in H1 2013 was credit risk due to high level of non-performing assets.

Risks were also evident in other segments of the economy. High budget deficit and consequent pressures
from this area due to the assumption of a portion of guaranteed debt by the state, high level of real sec-
tor illiquidity, high interest rates and mild recovery of the most important foreign trade partners will
be potential vulnerabilities in the upcoming period.

The annual inflation rate amounted to 2.2% in June, and compared to end-2012 it was 0.4%. The annual
inflation in June 2013 was significantly lower than the annual inflation in December 2012, but it was
still above the inflation rate achieved in the EU i.e. EMU where it amounted to 1.6%. The annual infla-
tion of Montenegro, measured by the harmonised consumer price index, amounted 1.5% in June and it
was almost at the level of inflation achieved in Euro area, i.e. it declined by only 0.1 percentage points
compared to this indicator. The highest annual growth (through the CPI) recorded prices from the cat-
egory food and non-alcoholic beverages (4.5%), followed by the categories housing, water, electricity,
gas and other fuels (3.4%), other products and services (2.7%), as well as prices of categories alcoholic
beverages and tobacco (2.3%). It is worth mentioning that the growth in retail prices is expected in the
following quarter as a result of the increase in the VAT rate and electricity prices.

The industrial output increased y-o-y by 10.4% in H1 2013. The production growth was recorded in the
mining and quarrying (9.7%) and electricity, gas and fuel sectors (84.1%), while the 25.6% decline in
production was recorded in the manufacturing industry.



Monstat data showed the some 337.3 thousand tourists visited Montenegro in H1 2013, which indicates
to the y-o-y increase of 6%. The structure of guests also changed in favour of foreign tourists arrivals
that increased by 8.1%, while the number of domestic tourists arrivals declined by 5.5%. Some 1.748.9
thousands overnights were made which indicates to the y-o-y increase of 4.2%. The number of domestic
tourists’ overnights increased by 2.7%, while that of foreign tourists increased by 4.4%.

With regard to majority segments of transport sector, y-o-y data showed some positive trends. Passen-
gers and cargo transportation in road and railway transport has been increasing while air transport
showed an increase in transport of passengers and decline in cargo transport. Turnover in ports de-
clined over on year period.

The production of wood products amounted to 76.4 thousand m’ in H1 2013, which increased y-o-y by
49.9%". Such significant increase in the forestry resulted from the extremely low base in 2012 due to
extreme weather conditions. According to Monstat data, the value of executed construction works in-
creased y-o-y by 1.8%, while the contraction activity, measured by the effective labour hours increased
by 29.9% over the same period.

IAS 39 has been successfully implemented in H1 2013. The implementation of the amended regulation
ensured that when valuing banks’ financial assets, the international accounting standards are applied
together with the prudential filters set by the regulator. The most important change referred to the in-
troduction of the account for recording value adjustments for on-balance sheet asset items, new defini-
tions of financial instruments and the reclassification of the balance sheet positions in accordance with
the international accounting standards.

Total banks’ capital amounted to EUR 405.9 million as at end of June 2013, which indicated to the in-
crease of EUR 117.2 million or 40.6% compared to end-2012, while it increased y-o-y by 39.2%”. Liquid
assets amounted to EUR 421.3 million as at end-June 2013. Banks’ total assets and liabilities amounted
to EUR 2.915.0 million at end of Q2 2013. Compared to December 2012, deposits in banks grew by 1.5%
in this reporting period, while they grew by 9.0% in one-year period. Loans amounted to 2.457.5 million
atend of Q2 2013 indicating to an increase of 4.9% relative to December 2012.

Montenegro budget deficit was EUR 79.6 million in H1 2013 (2.3% of the estimated annual GDP), and
it declined y-0-y by EUR 67.5 million. The decline in deficit resulted from the implementation of a set
of fiscal measures that the authorities carried out in the first six months 2013 and which were directed
to the savings at the expenditure side and to the increase in revenues on the other side of the budget.
The increase in pressures from fiscal area is expected in the following quarter, which will result in the
changes in fiscal positions to maintain public finance stability.

Current account deficit declined in H1 2013. The preliminary data showed deficit in the amount of EUR
420.3 million or y-o-y decline of 14.2%. The decline in current account deficit was due to the decline in
foreign trade deficit and positive balance at other accounts. The developments at the account of goods

' Itis shown by non-weighted index, while the production grew by 57.3% over the same period, reported by weighted index.

2 Increase in banks’ capital resulted in smaller part in banks’ recapitalisation and largely it resulted from the implementation of
the International Accounting Standards.



showed y-0-y decline in foreign trade deficit by 8.1% as a result of the increase in exports of goods to-
gether with simultaneous decline in imports. The increase in exports of electricity contributed largely
to these developments.

According to the preliminary data, net FDIs amounted to EUR 150.9 million in H1 2013, which indi-
cated to the y-o-y decline of 1.5%. Total FDIs inflow amounted to EUR 195.7 million. Of total inflows,
equity investments accounted for EUR 94.2 million (48.1%), while inflows in the form of intercompany
debt amounted to EUR 98.4 million (50.3%).

The number of employees in the first six months 2013 amounted on average to 171.170 and it increased
by 5.1% in one-year period, while the number of employees in June compared to December 2013 in-
creased by 7.4%. The majority of sectors (sixteen out of nineteen) recorded increase in the number of
employees. Therefore, observed by individual sectors®, the highest growth was recorded in the sector
of administrative and ancillary services (40.4%), accommodation and food services (19.2%), agricul-
ture, forestry and fishing (15.4%), art, entertainment and recreation (10.9%). However, the decline was
recorded in the real estate sector by 2%, mining and quarrying by 1.8% and wholesale and retail trade,
motor vehicles and motorcycles repair by 0.5%. The number of registered unemployed persons amount-
ed to 31.975 in H1 2013 on average, i.e. it increased y-o-y by 3.6%.

Average salary in Montenegro amounted to EUR 728 in the first six months 2013 and it declined y-o-y
by 0.8%. An average salary without taxes and contributions amounted to EUR 482 and it decreased by
2% in one-year period.

3 NACE Rev2 has been applied since 1 January 2-12, so employees and their salaries are reported based on new classification.
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1.1. Gross Domestic Product

Based on Monstat preliminary data, GDP growth amounted for 4.3%, while the Ministry of Finance estimat-
ed that the GDP growth in Q2 2013 amounted to 1.7%. During first six months 2013, the majority indicators
pointed out to an increase in overall economic trends, which contributed to the estimated GDP growth rates
for the first two quarters of the current year. However, it should be born in mind the fact that the economic
activities of the base period (in particular the first quarter of the previous year) were extremely low due to the
extreme weather conditions. The volume of activities increased in forestry, construction, majority of trans-
portation types in the first six months. In addition, retail turnover and number of arrivals and overnights of
tourist was increased. Total industrial output increased, whereas an increase in production was recorded in
the mining and quarrying and electricity, gas and fuel supply.

Table 1.1
Quarterly gross domestic product — changes in % (preliminary data)*

2012 2013
| I 11} 1\ I
GDP - nominal rate -0,9 19 2,6 0,8 74
GDP - real rate -23 03 -0,2 -0,3 43

Source: Monstat

Similarly, labour market recorded recovery and the number of employees increased both y-o0-y and com-
pared to the previous year-end, while the number of registered unemployed persons has continuously de-
clined since March. This period was characterised by the decline in gross and net salaries, and the inflation
substantially declined both y-o-y and compared to the previous year-end.

1.2. Industries
1.2.1. Industrial output
The industrial output increased y-o-y by 10.4% in H1 2013. The production growth was recorded in the

mining and quarrying (9.7%) and electricity, gas and fuel sectors (84.1%), while the 25.6% decline in pro-
duction was recorded in the manufacturing industry. Total industrial output increased by 19% annually

* Rates relative to the same quarter of the previous year. Preliminary data
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Graph 1.1
Industrial output, annual rate
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Graph 1.2
Industrial output by sectors @ 2000 = 100
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Nine areas of manufacturing industry recorded a decline in the production. The highest decline was shown in
the production of pharmaceutical products (-61.1%), production in core metals (-47.4%) and clothing products
(-43.2%). The decline was recorded also in the following areas: products of wood, cork and the like (-18.7%),
production of machinery and equipment otherwise not mentioned (-15.6%), production of metal products
other than machinery and equipment (-12.9%), production of beverages (-10.8%), printing and copying of
audio and video records (-3.5%). The lowest decline in production of 1.4% was recorded in the production of
food products that accounted for 7.1% of total industrial output.

Mining and quarrying sector reported increase in production of 9.7% mostly due to the increase in produc-
tion of other mining of 15.9%. The decline in the production of coal quarrying resulted from the reduced
demand for this type of raw materials due to regular annual repair of thermal power plant “Pljevlja” (from 26
April to 10 June). No production was recorded in the area of metal mining.
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The promotion of tourist offer has
Source: Monstat continued during Q2 2013 and the

promotion of summer tourist season
in regional countries has been also intensified. The tourist offer was presented at the tourism fairs held in
Lukavac, Sarajevo and Banja Luka within the promotion of Montenegro tourist offer for 2013 at the market
of Bosnia and Herzegovina. The presentation of novelties in Montenegro tourist offer was successfully carried
out in major cities of Serbia: Belgrade, Novi Sad, Kragujevac and Cacak.

Current Montenegro MICE offer (Meetings, Incentives, Conferences, Events) was presented at IMEX fair held
in period 21 — 23 May 2013 in Frankfurt. IMEX is one of the most important European fairs for convention
industry. The fair gathered about 15.000 business visitors from some 90 countries. With a view to better
promoting of the offer, the National Tourism Organisation of Montenegro published special brochure which
presented members of Montenegro Convention Bureau. Bearing in mind market requirements, a4 and 5 star
hotels were covered by this brochure, which contains convention spaces, the review of convention capacities,
agencies specialised for the organisation of events from this area, and locations outside hotel capacities have
been presented for the first time that can organise events required by MICE tourism.



The Chinese Tourists Welcoming Award (CTW) for the best marketing was handed to the National Tourism
Organisation of Montenegro and the National Tourism Organisation of Serbia. The CTW award is given for
the accomplishments in tourist promotion at the market of NR China in the following categories: products in-
novation, interned/media, quality of services, best marketing and overall success. Local tourist organisations
from Bar, Budva, Herceg Novi, Kotor, Tivat and the National Tourism Organisation of Montenegro jointly
participated at the 18th Fair of Tourism and Recreation LATO 2013 held in Warsaw from 19 to 21 April 2013.

The National Tourism Organisation of Montenegro presented, in cooperation with the tourist industry, joint
offer at the beginning of April at the Azerbaijan International Travel and Tourism Fair (AITF) in Baku, alead-
ing tourist exchange in Caucasus region.

The World Travel and Tourism Council (WTTC) gave the first Tourism for Tomorrow award for the project
“Peaks of the Balkans™ at 13 Global Summit. This project, Peaks of the Balkans, was jointly carried out by
Montenegro, Albania and Kosovo under the sponsorship of Open Regional Fund for Foreign Trade (ORF)
funded by German Government. It was realised by GIZ (German Society for International Cooperation),
the Ministry of Sustainable Development and Tourism, National Tourist Organisation and Municipality of
Plav as partners Montenegro side. Tourists can experience the most beautiful 192 km long mountain trails
through this project that connect villages of these three states, go through glacial lakes, authentic mountain
huts, national park and it provides the opportunity to meet with local culture, and the like.

Box 1.1 — Tourism — main indicators by regions focusing on Europe

Period-on-period comparison showed that total number of foreign tourist increased in the first four
months this year. According to the latest UNWTO World Tourism Barometer for June 2013, a positive
trend will be recorded also for period May - August.

The results will be positive in
all regions, while the strong- Graph 1
est growth will be experiences
in Asia and the Pacific (6.3%),
Europe (4.9%) and Middle East - N
(4.7%). The weakest growth 10
will be evident in America
(0.5%) and Africa (1.8%).
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Graph 1.7

Good indicators of tourist arrivals for Europe are particularly encouraging considering overall econom-
ic situation in the region and recession in some Euro area member states. With regard to sub-regions,
the highest growth in international tourist arrivals was recorded in Central and Eastern Europe (8.9%),
South Europe and the Mediterranean (4.6%), Western Europe (3.6%) and Northern Europe (2.1%).

The European Tourism in 2013 - Trends & Prospect, Quarterly Report published in July 2013 indicated
that the preseason data point to the growth in European tourism despite the fact that the Euro area
has been struggling with the recession. The majority of reports for period March — June pointed to the
growth in indicators. Island and Slovak Republic reported the highest growth in foreign tourist arrivals
by 30% and 20% respectively, followed by Croatia, Montenegro and Latvia by 9%, Hungary and Poland
by 7%. The decline in foreign tourist arrivals was reported by Cyprus (-12%), while the largest destina-
tions, Germany and Spain, reported growth of 4%.

The report also stated that there is an increasing optimism with regard to positive expectations for
tourism indicators for 2013. This is also contributed by the fact that the indicator of consumers’ con-
fidence (one of indicators published by Eurostat) increased in June for Euro area despite the fact that
overall real economy has not improved. Consumers are less pessimistic concerning overall economic
situation, unemployment and future financial situation of their households.

Based on UNWTO forecast from January this year, the growth in international tourist arrivals is ex-
pected between 3% and 4% for the entire 2013. The expected growth is somewhat below the level
achieved in 2012 (4%), which is in accordance with the long-term forecast of 3.8% annually for period
2010-2020.

1.2.3. Forestry
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the Government of Luxembourg.

> Itis shown by non-weighted index, while the production grew by 57.3% over the same period, reported by weighted index.



Draft of the National Forestry Strategy was presented at the beginning of June at the final workshop held in
the Chamber of Commerce of Montenegro. In addition, one of main objectives of the Strategy that refers to
10-year period is sustainable forest management that represent and important resource for the development
of wood industry, eco tourism, renewable sources of energy and the like.

1.2.4. Construction

The preliminary Monstat data shows that the executed construction works amounted to EUR 105 million
and it showed a y-o-y increase of 1.8%. Measured by the effective labour hours, the construction activity
increased by 29.9% in the observed period. According to Monstat records, new agreements on the construc-
tion of buildings amounted to EUR 40.2 million and it increased by 343.2%, while new agreements on other
constructions amounted to EUR 41.5 million, i.e. it increased by 233.1% in the reporting period. Observed by
quarters, new contracts on the construction of buildings increased by 147.8% in Q2 compared to Q1, while
contracts on other constructions declined by 41%.

Graph 1.8
Construction activities
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Source: Monstat

1.2.5. Transport

Monstat data showed that passengers’ transport in road transport increased y-o-y by 1.5%. Cargo transport
in road transport increased by 38.9%.

Negotiations between the representatives of the European Bank for Reconstruction and Development (EBRD)
and Montenegro delegation were held at the end of May 2013 where draft Loan Agreement for the project of
Reconstruction and Improvement of Local Road was discussed. The purpose of the Project is to reconstruct
the selected sections of local road network in order to improve them in accordance with the regulations ap-
plied to regional road classification.
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Graph 1.9
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1.3. Prices

Q22013

The delegation of the Ministry of
Transport and Maritime Affairs of
Montenegro participated at the In-
ternational Transport Forum (ITF)
held in period from 22 to 24 May in
Leipzig, Germany. Memorandum on
the transport of passengers and cargo
in international road transport was
signed at the forum by the govern-
ments of Montenegro and Germany.
Moreover, it was noted that there is a
room and potential to improve joint
cooperation and trade, as a prereq-
uisite for modern organised interna-
tional transport.

Transport of passengers in road
transport increased by 14.4% in the
observed period, while cargo trans-
port increased by 21.2%.

Total turnover in ports amounted to
EUR 635.7 thousand tons and it de-
clined y-o-y by 14.6%, whereas ex-
ports accounted for 44.7% and im-
ports accounted for 51.5%. Exports
increased by 9.5% and imports de-
clined by 31.3%.

During HI 2013, some 5474 thou-
sand passengers were transported
in air transport, which indicated to
a y-o0-y increase by 9.4%, while cargo
transport declined by 1.7%.

The consumer prices increased by 0.4% in June 2013 compared to the previous year-end. The highest growth
in prices was evident by the categories food and non-alcoholic beverages by 2.8% and alcoholic beverages and
tobacco by 2%, and hotels and restaurants 2%. The highest decline in prices in June relative to December 2012
was recorded by the categories clothing and footwear (-4.9%) and transport (-2.2%). With regard to month-
ly trend in prices, the highest growth in consumer prices was recorded in March (0.4%), while the highest
monthly decline was reported in June (-0.6%). The annual inflation in June amounted to 2.2% and it declined
by 2.9 percentage points compared to the annual inflation in December of the previous year.



The prices in individual food prod-
ucts  significantly increased in
the first six months such as fruits
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follows: clothing and footwear (-4.9%), housing, water, electricity, gas and other fuels (-1.9%), transport (-2.2%)
and communications (-1.3%). The highest decline in the category clothing and footwear was recorded by cloth-
ing prices of 7.9%, while the highest decline in the category transport was recorded by the prices of fuels and
lubricants (-3.6%). The decline in prices of crude fuels (-6.8%) and prices in repair and household maintenance
(-1.2%) influenced overall decline in prices of the category housing, water, electricity, gas and other fuels.

The annual growth in consumer prices in June amounted to 2.2%, whereas the highest annual growth was
recorded by prices from the category food and non-alcoholic beverages (4.5%), followed by categories hous-
ing, water, electricity, gas and other fuels (3.4%), other products and services (2.7%), alcoholic beverages and
tobacco (2.3%), health (2%) and communications (2%). The following categories reported annual decline in
process: hotels and restaurants (-3.1%), transportation (-1.5%), household equipment and routine household
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in June 2013.
Table 1.2
Share of individual categories in total inflation®
Weights Xl .13/XII 12 Growth Contribution Sh.are in total
index rate inflation
TOTAL 1000 1004 04 04 100.0
Food and non-alcoholic beverages 3864 102.8 28 1.1 279.5
Alcoholic beverages and tobacco 379 102.0 20 0.1 19.6
Clothing and footwear 70,7 95.1 -4.9 -03 -91.0
Housing, water, electricity, gas and other fuels 153,1 98.1 -19 -0.3 -744
HOL.Jseh0|d equipment and routine household 469 1001 01 00 1
maintenance
Health 38,2 100.9 0.9 0.0 89
Transport 101,0 97.8 -2.2 -0.2 -58.6
Communications 571 98.7 -13 -0.1 -19.7
Recreation and culture 27,2 1003 03 0.0 19
Education 15,7 100.2 0.2 0.0 0.8
Hotels and restaurants 23,0 102.0 20 0.0 12.0
Other goods and services 42,8 101.8 1.8 0.1 19.8

Source: Monstat and CBCG calculations

The annual inflation in Euro area amounted to 1.6%, whereas the highest impact on inflation was shown by
prices of vegetables with annual growth of 9%, fruits (8.7%) and electricity (4.8%), while the highest negative
effect was shown by prices of medical and other outpatient service (-5.2%), fuels for transport (-0.5%) and
telecommunication equipment and services (-5%).

6 Note: in addition to indexed changes, contribution of some categories is recorded on second or third decimal due to weighting

structure.
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Oil prices declined y-o-y. The average price of reference basket of OPEC amounted to USD/barrel 105.2 in
H1 2013, which indicates a y-o0-y decline of 6.1%. The average price of Brent amounted to USD/barrel 107.5
in H1 2013, which indicates a y-o0-y decline of 5.2%. Oil prices dropped particularly during Q2 2013 under
the pressure of indicators implying to the deceleration of Chinese economy and announcement of decline
in monetary incentives of the USA economy. A declining trend in oil prices stopped the fear from distur-
bances in supplying from Middle East where one third of global oil is produced. Weak global macroeco-
nomic trends remain the most important limiting factor in the forecast of growth in demand for oil, which
will, together with geopolitical situation in Middle East, influence largely the crude oil price trend by the

end of the year.

The producers’ prices of manufac-
tured products declined by 0.3%
in June relative to end-2012. The
decline in prices in manufacturing
industry of 0.8% was reported, and
the growth of 4% was reported in
quarrying and mining sector, while
the prices in the sector of electric-
ity, gas and other fuels remained
unchanged. The producers’ prices of
manufactured products showed an
annual growth of 2.3%.

1.4. Labour Market

The number of employees in the first
six months 2013 amounted on aver-
age to 171.170 and it increased by
5.1% in one-year period, while the
number of employees in June com-
pared to December 2012 increased
by 7.4%. The majority of sectors (six-
teen out of nineteen) recorded in-
crease in the number of employees.
Therefore, observed by individual
sectors’, the highest growth was re-
corded in the sector of administra-
tive and ancillary services (40.4%),
accommodation and food services
(19.2%), agriculture, forestry and
fishing (15.4%), art, entertainment
and recreation (10.9%), transport
and warehousing (6.5%). However,
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7 NACE Rev2 has been applied since 1 January 2-12, so employees and their salaries are reported based on new classification.
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Graph 1.16
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the decline was recorded in the real
estate sector by 2%, mining and
quarrying by 1.8% and wholesale
and retail trade, motor vehicles and
motorcycles repair by 0.5%.

With regard to the structure of em-
ployees, the highest number of em-
ployees was evident in the trade sec-
tor (21.8%) in HI 2013 and in the
state administration and defence,
and mandatory social insurance sec-
tors (12%), while the lowest number
of employees was evident in the real
estate sector (0.8%) and mining and
quarrying sector (1.1%).

The number of registered unem-
ployed persons amounted to 31.975
in HI 2013 on average, ie. it in-
creased y-0-y by 3.6%. A trend of
gradual decline in unemployment
has been recorded since April 2013
and the records of the Employment
Agency of Montenegro showed that
30.337 persons were looking for em-
ployment in June 2013, which indi-
cates to a decline by 2.7% relative to
December 2012.

Some 13247 licenses for employ-
ment of foreigners were issued during
H1 2013, which showed an increase
of 19.83% relative to the same period
last year (11.055). Observed by indus-
tries, the highest number of licenses
was issued in the area of tourism and
hotel management (3.611 or 28.54%),
construction (2.436 or 19.26%) and
wholesale and retail trade, and repair
of motor vehicles and motorcycles
(2.109 or 16.67%).



Employment Agency of Montene-
gro records reported unemployment
rate of 13.08% in June 2013 (the
number of registered unemployed
persons to active population). Mon-
stat published another quarterly
unemployment rate based on the
Labour Force Survey harmonised
with the Eurostat recommenda-
tions. Graph 1.18 below displays the
trend in these two rates. According
to this methodology (last published
in March 2013), the unemployment
rate amounted to 21.5%, which was
the highest quarterly rate in the ob-
served period.

Wages and Salaries

Graph 1.18
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Average salary in Montenegro amounted to EUR 728 in the first six months 2013 and it declined y-o-y by

0.8%. An average salary without taxes and contributions amounted to EUR 482 and it decreased by 2% in
one-year period. The highest salaries without taxes and contributions were recorded in the financial and
insurance sectors (EUR 850), electricity supply sector (EUR 821), information and communications (EUR

704), while the lowest salaries were recorded in the wholesale and retail trade sector (EUR 323). The high-
est growth in salaries without taxes and contributions was recorded in the construction sector 10.7%, while
the lowest growth was recorded in the education sector (0.7%). Y-0-Y growth in gross and net salaries was
recorded in nine and/or six out of nineteen sectors, respectively. The decline in salaries without taxes and con-
tributions was recorded in thirteen sectors with the highest fall in real estate sector (26.8%) and the lowest in
water supply and waste management sectors (0.4%).



Table 1.3
Average salaries without taxes and contributions by sectors

Salaries without taxes and

contributions Lo
Q1-VI12 @1-VI13 %II]{;
TOTAL 492 482 98.0
Agriculture, forestry and fishing 622 521 83.8
Mining and quarrying 728 672 923
Manufacturing industry 525 494 94.1
Electricity supply 897 821 91.5
Water supply and waste managements 460 458 99.6
Construction 393 435 110.7
Wholesale and retail trade 334 323 96.7
Transport and warehousing 559 508 90.9
Accommodation and food service activities 389 384 98.7
Information and communication 744 704 94.6
Financial and insurance activities 867 850 98.0
Real estate 839 614 732
Professional, scientific and technical activities 431 439 101.9
Administrative and support service activities 352 336 955
Public administration and defence; compulsory social security 495 491 99.2
Education 451 454 100.7
Human health and social work activities 481 485 100.8
Arts, entertainment and recreation 381 390 1024
Other service activities 443 465 105.0

Source: Monstat

Box 1.2 - Average salaries in the former Yugoslav countries, May 2013

Information on average salaries showed in May 2013 differences in the amount of salaries of different
former Yugoslav countries. Salaries without taxes and contributions grew y-o-y by 3.4% in Serbia, 0.9%
in Croatia and 2% in Macedonia. Nominal decline in net salaries was recorded in Montenegro by 1.4%
and Bosnia and Herzegovina by 0.5%, while net salaries in Slovenia remained almost at the same level
in one-year period. Slovenia is still the leader with regard to the amount of average net salaries, fol-
lowed by Croatia, while the average for Montenegro is above the average for Bosnia and Herzegovina,

Serbia and Macedonia.
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Based on the available statistical data, positive economic trends were noted in majority of sectors in H1 2013.
The banking sector was also stable, which primarily reflected through banks' liquidity and solvency indica-
tors being above the prescribed level. The growth in total loans and other receivables in H1 2013 of 4.9% rela-
tive to the previous year-end significantly resulted from the amendments of the regulation that came into
force on 1 January 2013. To wit, due to the implementation of the International Accounting Standards, the
banks transferred a portion of written off loans and other receivables (category E) from the off-balance sheet
records into their balance sheets. However, actual lending activity reflected through EUR 343 million of new
loans in the observed period, which declined weighted effective lending interest rate on new loans.

Yet, moderate credit risk was still there in addition to the efforts the banks have undertaken to restructure the
loan portfolio. Specifically, the worsening of the quality of loan portfolio is a problem that has existed since
the outbreak of the financial crisis. Banks applied measures for improving the quality of loan portfolio in
the previous period, which included transfer of non-performing loans into the balance sheets of their parent
banks, sale and restructuring of loans. However, adverse economic conditions in the environment of global
financial crisis influenced high level of non-performing loans in 2013 even besides the efforts made for im-
proving banks’ loan portfolio.

Therefore, the key challenge will be the reduction in non-performing loans primarily through the realisation
of the project for NPL restructuring that the CBCG has initiated in cooperation with the World Bank and the
Ministry of Finance.

Banks have significantly reduced foreign liabilities since 2008, and they are currently almost fully financed
from local deposits. Positive trend in total deposits continued and they rose annually by 9.0%. Corporate de-
posits grew annually by 12.2%, while retail deposits rose by 10.85 in the observed one-year period.

Inaddition, activities on strengthening regulatory framework have been continuously performed for the pur-
pose of its further harmonisation with the EU regulations.
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Graph 2.1
Aggregate daily liquidity indicator
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2.1. Banks
2.1.1. Banks’ liquidity

Allbanks were liquid during H1 2013
and their daily and ten-day liquidity
indicators were above the prescribed
minimum® (Graphs 2.1 and 2.2.).

Liquid funds fell by 3.8% at end-June
2013 compared to end-2012, while
they grew annually by 21.9%. Liquid
funds in the country accounted for
the main share (57.7%) in the struc-
ture of banks’ liquid funds at end-
Q2 2013, while 42.3% referred to the
banks’ funds abroad.

Banks’ liquid assets were EUR 421.5
million at end of Q2 2013. Liquid as-
sets declined by 4.5% compared to
end-2012, while they increased y-o-y
by 37.3%.

Liquid assets made up 14.5% of to-
tal assets at end-June 2013. Loans
to deposits ratio’ amounted to 1.22
and worsened relative to end-2012
(1.18) as a result of changes in meth-
odology.

Reserve requirement has not been
used for liquidity purposes during
the first six months 2013.

% The Decision on Minimum Standards for Liquidity Risk Management in Banks (OGM 60/68) which prescribes the obligation
of banks to maintain minimum daily (0.9) and ten-day (1.0) liquidity ratios is in effect.

? Pursuant to new methodology, loans and other receivables include loans from banks and other clients, funds and deposits with

banks and other depositary institutions, factoring, forfeiting and bank’s receivables under draft acceptances, guarantees and

bills of exchange outstanding. Loan to deposit ratio for this sector was 1.25 at end of Q1 2013,
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Graph 2.3
Liquid assets in EUR thousand (left scale) and liquid assets to
total assets in % (right scale)
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2.1.2. Aggregate banks’ balance sheet
Banks’ total assets was EUR 2.915.0 million at end of Q2 2013 (Table 2.1).

Loans and other receivables accounted for the main share in the assets structure of 84.3% in the observed pe-
riod. However, deposits of banks accounted for the main share in the liabilities and capital structure of 68.9%.
They rose annually by 9.0%. Borrowings declined annually by 26.2% at the end of Q2 2013. Positive financial
result was reported at the system level in the amount of EUR 18.5 million, which was primarily due to the

profit reported by systemically important banks.
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Table 2.1
Banks’ assets, Q2 2013

Balance Structure Change
XI12012  XI12013  XI2012  XI12013 )3: 281; i:: ;g};
ASSETS EUR 000 % EUR 000 %
1. Cash and deposits with central banks 260432 275399 9,4 94 14.967 57
2. Loans and other receivables 2345226 2457470 84,3 84,3 112.244 48
21 \é‘:t’:rigjc‘;f\t:bﬁ: of loans and 112992 178.199 4 61 65207 57,7
2.2. Net loans and other receivables 2232234 2279272 80,2 78,2 47.038 2,1
3. Securities 87.268 152937 3,1 52 65.669 75,2
4. Derivative financial assets 6 0 00 0,0 -6 -100,0
5. Other assets 219.144  240.727 79 8,3 21.583 9,8
6. Value adjustment of other assets 16.803 33.309 0,6 1,1 16.506 98,2
6. TOTAL ASSETS 2.782.281 2.915.026 100,0 100,0 132.745 4.8
LIABILITIES AND CAPITAL
1. Deposits 1.843.409 2.009.655 66,3 689  166.246 9,0
1.1 Demand deposits 706.760  788.500 254 27,0 81.740 11,6
1.2. Time deposits 1.136.649 1.217.937 40,9 41,8 81.288 7,2
1.3. Funds at escrow account* - 3.219 0,0 01 3219 -
2. Borrowings 493473 364.200 17,7 12,5 -129.273 -26,2
3. Securities issued 18.960 18.974 0,7 0,7 14 0,1
4. Financial derivatives 362 0 0,0 00 -362 -100,0
5. Other liabilities 134.508 116.328 4.8 4,0 -18.180 -13,5
6. Total capital 291567  405.867 10,5 13,9 114.300 39,2
5.TOTAL LIABILITIES AND CAPITAL 2.782.281 2.915.026 100,0 100,0 132.745 4.8

* Funds at escrow account were not separately allocated until 2013.

Graph 2.4

Banks’ loans and other receivables, EUR million
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2.1.3. Banks’ lending activity

Total loans granted and other receiv-
ables at end-June 2013 amounted to
EUR 2.457.5 million. They increased
by EUR 115.5 million (4.9%) relative
to the previous year-end, or by 112.2
million (4.8%) relative to June 2012.
The growth in loans and other re-
ceivables primarily resulted from the
implementation of the International
Accounting Standards, whereby the
banks transferred a portion of writ-
ten off loans and other receivables
(category E) from the off-balance



sheet records into their balance sheets in January 2013. According to the preliminary data, as a result of
transfer of loans and other receivables from the off-balance sheet records into balance sheets, the growth of
loans amounted to EUR 90 million.

Banks’ loans and other receivables grew monthly on average by 0.8% in H1 2013, where Q1 2013 reported av-
erage monthly growth of 2.1% and Q2 reported decline of 0.4%. An average monthly fall of 0.1% was recorded
in HI 2012. Both quarters of the previous year were characterised by the same fall rate of 0.1%. These data
show that loans and other receivables had almost the same trend in Q2 2013 relative to Q2 2012.

The majority of loans and other re-
ceivables of banks referred to cor-
porate and households sectors that
accounted for 76.2% of total loans
and other receivables of banks at end-
June 2013. ( N

Graph 2.5
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Observed by purpose, the majority of loans and receivables granted referred to liquidity (17.9%), housing
loans (13.7%), cash loans (10.1%), construction and remodelling of buildings (8.2%), and purchase of fixed as-
sets (74%). Banks’ funds during 2013 were less used through consumer loans, overdrafts, credit cards, loans
for refinancing of obligations to other banks, loans for the preparation of tourist season, purchase of cars,
purchase of securities and loans for other purposes.

Banks’ loans and other receivables were largely granted in euro currency for period longer than one year.
Thus, some EUR 2.368.9 million or 96.4% of total loans and other receivables were granted in euro currency
atend-June 2013. Observed by maturity, 66.9% or EUR 1.645.2 million referred to long-term loans and other
receivables.

Specifically, the worsening of the quality of loan portfolio is a problem that has existed since the outbreak
of the financial crisis. Banks applied measures for improving the quality of loan portfolio in the previous
period, which included transter of non-performing loans into the balance sheets of parent banks, sale and
restructuring of loans. However, adverse economic conditions in the environment of global financial crisis
influenced high level of non-performing loans in 2013 even besides the efforts made for improving banks’



loan portfolio. Non-performing loans (C, D and E)*® amounted to EUR 441.3 million in Q2 2013. Non-
performing loans made up 18.0% of total loans and other receivables. Past due loans and other receivables
made up EUR 581 million or 23.6% of total loans granted and other receivables at the end of the observed
period.

New loans

In H1 2013, banks granted EUR 343 million new loans. Banks lending activity in H1 2013 was weaker than
those in H1 2012 which was also shown by the fact that EUR 26.1 million or 7.1% of loans was granted less
than in the same period last year.

During the first six months 2013,
EUR 224.1 million or 65.3% of new
loans was granted for period longer
- =~ thanone year. The share of long-term
60,000 aShort-term = Long-term loans in the structure of new loans

1

140.000 increased relative to the same period
1200001
1

Graph 2.6
New loans, structure by maturity, in EUR thousand
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loans made up 43.2%, households
loans were 40.9% and General Gov-
ernment made up 8.1% in HI 2013. Observed by purpose, the majority of loans were granted for liquidity
(working capital) (39.8%).

2.1.4. Deposits

Deposits with banks amounted to EUR 2.009.7 million at end of Q2 2013. Deposits increased by 1.5% com-
pared to the end of the last year, while they increased 9.0% in one-year period. In H1 2013, deposits grew in
banks monthly on average at a rate of 0.3%, which was approximately at the same level as in H1 2012 when
deposited funds in banks grew at a rate of 0.2%.

As for the structure of deposits, the highest share was reported by households and corporate deposits (84.8%),
where they grew annually by 10.8% and 12.2%, respectively. General government was the third important de-
positor in Montenegrin banking sector (4.5%) and it increased by 7.1% annually. Deposits of financial sector
fell by 11.0%, while category other fell by 11.5% annually.

' Without interest rates and prepayments and accruals.



Short-term deposits accounted for
the main share (80.2%) in total de-
posits, of which demand deposits
made up 39.2%, deposits with matu-
rity up to one year made up 40.9%,
while deposits over one year made
up 19.7% of total deposits. The re-
maining portion of 0.2% referred
to the funds at escrow account. A
positive trend was noted in the ma-
turity structure of funds deposited
with banks which reflected in the
increase in share of deposits over
one year to the benefit of decline
of the share of short-term deposits.
Long-term deposits to total depos-
its amounted to 19.7% at end-June
2013, which was an increase of 3
percentage points relative to end-
2012.
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Graph 2.7
Deposits of banks by sectors, in EUR thousand
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2.1.5. Corporate and households sectors

2.1.5.1. Households

Households sector is the most important depositor of Montenegrin banking system since EUR 1.164.7 mil-
lion or 58% of banks’ deposits referred to this sector at the end of H1 2013. On the other hand, loans and other
receivables of this sector amounted to EUR 880.9 million and they made up 35.8% of total loans granted and
other receivables of banks being the second important loan and other receivables’ beneficiary.

With regard to the loans and other receivables to the households’ sector, long-term loans and other receiva-
bles accounted for the main share and they made up 90.1% of total loans and other receivables granted to this
sector. Therefore, earmarked loans accounted for the main share in the households™ sector loans and other

"' Funds at escrow account had insignificant contribution.
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receivables (47.6%), whereas 55.7% of earmarked loans referred to residential loans, 17.8% was granted for
the purchase of consumer goods, while 14.2% referred to loans for remodelling of residential or commercial
premises. In addition to earmarked loans, significant share of 30.7% referred to cash loans, while mortgage
loans made up 16.9% of total loans granted and other receivables. Households borrowings based on credit
cards made up 4.5% of total borrowings of this sector in banks.

Households deposits mainly grew in H1 2013. Thus, deposits of this sector grew monthly at a rate of 0.3% in
H1 2013, i.e. at the same rate in HI 2012. An insignificant fall of 0.2% was reported in May 2012 on monthly
basis. Total funds deposited with banks from household sector grew by 1.6% at end-June 2013 compared

to end-2012 and they grew by 10.8%

Graph 2.9 compared to end-June 2012.

Monthl th/fall rate of h hold d its, % .
onthly growth/tafl rate of household deposits, 7o The maturity structure of household

- -, sector was still unfavourable. How-

ever, a positive trend was present
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30 deposits. Thus, short-term deposits
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" 1L 1l deposits at end-2013, while the re-
' maining portion 24.9% referred to
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10 2011 21 2013 with maturity from one to three
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- ~ferred to funds at escrow account'.
Long-term  deposits ~ significantly
increased by EUR 679 million or

Graph 2.10 30.5% compared to end of Decem-
Loans and other receivables, deposits and net savings of ber 2012, while short-term house-
households hold deposits declined by EUR 50.3
~ million (5.4%).
1.400.000 " - ] o | ) :

00000 etsavings  —Loans and other receivables eposits Households (retail sector) were the
1000000 most important net depositor in
200000 Montenegnn banking system in H1
2013. This sector reported net sav-
500000 ings” at end of reporting period of

400000 337663 8 porting p

219801 28374 EUR 2837 million, which repre-
sented a decrease of EUR 53.9 mil-
O VI XTI TR0l T I Vo lion or 16.0% relative to end-2012 or
2011 2013 it increased by EUR 63.9 million or
- /' 29.1% relative to June 2012. Loans to

200.000

2 Escrow account is an account at which the funds are kept until the moment of the completion of the respective agreement.

13 The difference between household loans and other receivables and household deposits.
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deposits ratio for this sector amounted to 0.76 at end-June 2013, which indicated to deterioration compared
to the previous-year end when it amounted to 0.71 i.e. improvement relative to the same period last year

(0.79).

2.1.5.2. Corporate sector

As the most important loan benefi-
ciary, this sector reported debt based
on loans and other receivables in to-
tal amount of EUR 990.5 million
at end of Q2 2013, which accounted
for 40.3% of total loans and other re-
ceivables granted. At the end of the
reporting period, loans and other
receivables were 6.5% higher than at
the 2012 year-end, and 1.5% higher
relative to June 2012.

During the first six months, Loans
and other receivables of this sector
recorded average monthly growth
of 1.1%, whereby QI recorded a
3.4% increase ghile Q2 recorded a
1.2% decline. The increase in loans
and other receivables in Q1 was
largely the result of returning writ-
ten-off loans ant other receivables
(Category E) from off-balance to
balance of banks in January 2013,
while growth in the subsequent
months resulted from new loans
to this sector, showing real positive
tendency in loans and other receiv-
ables from corporate sector. How-
ever, this tendency stopped during
Q2, when loans and other receiva-
bles from corporate sector started
to decline.

Graph 2.11

Loans and other receivables from corporate sector, in EUR 000
(left scale), monthly change in loans and other receivables from
corporate sector, in %, (right scale)
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* The number of legal persons and entrepreneurs as at 30 June 2012 was reduced after the corrections of records made in the
Central Registry of Accounts maintained by the Central Bank of Montenegro with the records of the Central Registry of com-
panies and Commercial Court from which these legal persons and entrepreneurs were deleted.



Some 54,077 accounts of companies and entrepreneurs were registered in the Central Registry of Accounts at
end of June 2013. Some 23.1% or 12.480 of total number of registered accounts were frozen. At end-June 2013,
total debt on frozen account amounted to EUR 432.7 million, showing a positive trend reflected through y-o-
y decreasing debt at frozen accounts amounting to EUR 12.4 million or 2.8%.

Corporate sector was the second important depositor in Montenegrin banking system. At the end of Q2 2013,
26.8% of total deposits were deposited by this sector in Montenegrin banks. Total corporate deposits amount-
ed to EUR 539.3 million at the end of Q2 2013, which represented a 2.4% increase relative to 2012 year-end
and a 12.2% y-o-y increase.

Demand deposits accounted for the main share in the maturity structure of corporate deposits (58.9%). On
the other hand, long term loans and other receivables as well as majority of loans and other receivables with
maturity over three years accounted for the main share in the maturity structure of debt (72.6% in total long-
term loans and other receivables of this sector).

The amount of net-debt of this sector is high, which made the corporate sector the most important net debtor
in the Montenegrin banking sector. Thus the net-debt of corporate sector amounted to EUR 451.2 million
as at end-June 2013, recording a 11.7% growth relative to 2012 year-end, yet a y-o-y decline of 8.9%. Loan to
deposit ratio for this sector was 1.84 at end of Q2 2013, and it deteriorated relative to the 2012 year-end (when
it amounted to 1.77), yet it improved relative to June 2012 (when it amounted to 2.03).

2.1.6. Banks’ foreign assets and liabilities

Banks' foreign assets'> amounted to EUR 565.9 million at end of Q2 2013. They grew by EUR 22.8 million
(4.2%) compared to end-2012, and compared to June 2012 they grew by EUR 105.4 million (22.9%).

Banks’ deposits abroad made up 68.1% of foreign assets at end of June 2013. The remaining 31.9% of foreign
assets referred to cash (14.3%), loans to non-residents (9.5%), securities except shares (6.6%) and other (1.5%).

Banks’ foreign liabilities amounted to EUR 738.3 million at end of Q2 2013. They grew by EUR 38.8 million
(5.5%) compared to end-2012, and compared to June 2012 they declined by EUR 65.4 million (8.1%). The
highest share had foreign borrowings (51.1%) in foreign assets, followed then by deposits of non-residents
with banks (46.4%) and banks’ liabilities based on securities (2.2%).

Atend-June 2013, net foreign assets amounted to a negative EUR -172.4 million (at end-2012 they amounted
to a negative EUR 156.4 million).

1> Receivables from non-residents
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2.1.7. Banks’ capital

Total capital of banks amounted to EUR 405.9 million as at end-June 2013, or EUR 117.2 million or 40.6%
more than at the 2012 year-end, and 39.2% more relative to June 2012. Several factors influenced the in-
crease in capital. Primarily, the reason for significant increase in capital was the introduction of provisions
for estimated loses based on regula-
tory requirement (account 3025)",
which records provisions for writ-
ten off loans from the off-balance
sheet and cancelled provisions for - ~

Graph 2.13
Total banks’ capital, January 2012 — June 2013, EUR thousand
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Solvency ratio of the banking system was above legally prescribed minimum of 10% and it amounted to
15.50% at end June 2013. However, it was the lowest in the region (Table 2.2).

' Pursuant to new regulation, international accounting standards together with prudential filters set up by regulators are ap-
plied when valuing financial assets of banks.
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Table 2.2

Solvency ratio, Q2 2013

Country Solvency ratio
Montenegro 15.50%
Serbia 20.23%
Croatia 20.80%
Macedonia 17.35%
Graph 2.15 2.1.8. Banks' reserve
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Reserve requirement amounted to
EUR 187.1 million at end of Q2 2013,
and it was at the approximately same
level as at the 2012 year-end. Com-
pared to Q2 2012, reserve require-
ments increased by EUR 14.2 million
or 8.2% (Graph 2.15).

The effective reserve requirement
rate measured by the allocated re-
serve requirement to total deposits
ratio amounted to 9.31% at end of
Q21 2013 (Graph 2.16).

Reserve requirements to total depos-
its ratio i.. assets of banks in Mon-
tenegro was among the lowest in the
region (Table 2.3).

The structure of reserve requirements
showed that 35.8% was allocated at
the reserve requirements account in
the country at end of Q2 2013, 33.7%
was allocated in the form of treasury
bills, while 30.3% was held with the
CBCG accounts abroad (Graph 2.17).
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Reserve requirements to total deposits and assets ratio, June 2013

Reserve requirements/Deposits

Reserve requirements/Assets

Bosnia and Herzegovina 21.8% 13.1%
Montenegro 9.3% 6.4%
Croatia 10.2% 7.2%
Macedonia 12.4% 7.1%
Serbia 28.6% 14.3%
A significant increase of allocat-
ed reserve requirements in T-Bills Graph 2.17
. i [0)
compared to the previous year-end Structure of allocated reserve requirements, %
resulted from the Decision supple- - N
menting the Decision on Reserve 100%
requirements to be Held with the OB e s W% 3% 308 |
. 800U 4 r 4 ’ e
Central Bank of Montenegro", which 70%._1% B
enables the banks to maintain up to 60%1— B . 5 7%——18,4% |
35% of reserve requirements (instead 50%1— 273%—3039%—
of 25%) and keep them in the form of ;‘8?'_69,1% | |
. . 0T £, ]
T-Bills issued by Montenegro. Banks ) 8% 04% Lo
) o 20%— 39103589
will be able to use this possibility un- 100%1— -
i On\.’
til 31 December 2013. T T T T TR
2012 2013
During the first two quarters of 2013, Reserve requirement account in the country
none of banks used the reserve re- L Central bank account held abroad = T-bills )

quirements for liquidity, and during
one month one bank allocated less
reserve requirements than the pre-
scribed amount.

2.2. Banks’ interest rates
2.2.1. Lending interest rates

On total loans granted

Banks’ weighted average lending effective interest rate (WALEIR) on total loans granted was 9.43% at Q2
2013 end, which represented decline relative to 2012 year-end and y-o-y decline of 0.04 and 0.10 percentage

points, respectively (Graph 2.18).

Observed by maturity (Graph 2.19), short-term interest rates in Q2 2013 were below the level reported at end
2012 showing a decrease of 0.08 percentage points and amounting to 10.07%. Although interest rates on long-

7 0GM 22/12
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Lending interest rates on total loans at the system level,
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term loans were extremely high dur-
ing 2012 and almost reached the level
of short-term interest rates, they also
declined annually by 0.13 percentage
points. At the Q2 2013, long-term in-
terest rates amounted to 9.38% and
they declined by 0.04% relative to the
2012 year-end.

Box 2.1 - Interest rate ceilings in EU Member States and in countries of the region

Interest rate ceiling is already known practice in many EU Member States, in the US states and some
countries of the region (Croatia and Macedonia).

Fourteen EU member states have ceilings that limit the contractual lending interest rates. Of these,
three Member States (Greece, Ireland, and Malta) use absolute ceilings (fixed nominal rate caps) and
remaining eleven Member States have relative ceilings (i.e. the ceilings are calculated in relation to a
variable such as the average market rate or base rate), although Estonia and Germany have only de
facto ceilings. There are different institutions involved, either alone or in combination with another
institution, in fixing the maximum interest rates: the Central Bank, Government Administration, Leg-



islator or Courts. While in Italy, Portugal and Malta the legislator fixes rate ceilings, in France, Belgium,
Estonia and Poland (Lombard rate) it is the central banks that fulfil this task. Likewise, in Greece and
Spain, the central bank is the core institution in so far as it fixes the legal interest rate upon which the
IRR is based. This is in contrast to Bulgaria or Ireland where the government and a special administra-
tion is respectively in charge. Finally, in Germany, the courts fix such general rate ceilings while in Hun-
gary and the Czech Republic courts may fix individual limits. Table 1 shows the set ceilings in individual
EU Member States.

Table 1
Interest rate ceilings in the selected EU Member States

Member State b ER T Al |.n Comments
Consumer Credit

According to the amount and the type of credit (12 categories).
From 10% (Revolving Credit Account with no credit card for
more than €1250) to 19.5% (for instalment loan agreements less
than €1250)

Maximum APR equals a relative 133% of average APR
computed by the Central Bank every 3 months depending on
France 5.72%-21.63% credit type (pending reform) and amount: from 5.72% (variable
rate credit for home purchase) 21.63% (Consumption credit for
<1524 €). There is separate ceiling category for mortgage credit.
Maximum APR equals 200% of average APR computed by

the Central Bank depending on credit type and term: from
8.18% (new business/housing loans with an initial rate fixation
Germany 8,18% - 16,4% of 5 years and <10 years) to 16.4% (new business/consumer
credit with an initial rate fixation of >5 years). A further ceiling
condition alongside double average is a maximum of 12
percentage points over average rates.

Greece abandoned the system of setting limits by
administrative provisions in 1989. Hence, bank interest rates are
free. But their non-bank credit rates are limited to absolute rate
of 6.75% per annum.

Maximum APR equals a relative 150% of average APR
computed by Ministry of Economy and Finance every 3 months
Italy 4,38% - 27,20% depending on credit type and amount: from 4.38% (variable
rate mortgage) to 27.20% (other family loans). There are 23
different ceilings.

Belgium 10% - 19.5%

Greece Partly 6.75%

Malta Partly 8% All type of credits. Exemptions exist for banks.

Maximum APR ceiling is equal to 12% + the legal interest rate
which is reset every 6 months.

Maximum borrowing rate equals to 400% of the Central Bank
Lombard Rate which is reset monthly.

Maximum APR equals to 133% of the average APR computed
every 3 months by Central Bank depending on credit type only.
Portugal 6,7% - 31,6% From 6.7% (education, health and renewable energies credit)
to 31.6% (credit cards, credit lines, bank current accounts and
overdraft).

The Netherlands | 15%

Poland 20%

Spain 10% The APR cannot exceed 2.5 times the legal interest rate.

Source: “Study on interest rate restrictions in the EU Final Report” by Prof. Dr. Udo Reifner,
Sebastien Clerc-Renaud, RA Michael Knobloch, March 2010



Interest rate ceiling in Macedonia and Croatia is connected to legal interest rate and it amounts to
11.75% and around 12%, respectively. The Macedonian Law on Contracts and Torts clearly sets out
that interest rates cannot be higher than the penalty interest rate (currently amounting to 11.75%),
which is calculated as per National bank of Macedonia legal rate, by adding 8 percentage points to the
legal rate. Interest rates in Croatia are limited also through the Civil Obligations Act, and they amount
to some 12%. However, the Ministry of Finance and the National Bank of Croatia recently created the
formula for the calculation of the interest rates, whereby the interest rate ceiling to consumer loans
and overdrafts would decrease from current 12% to 11%. Moreover, there is a Government'’s proposal
to limit interest rates at housing loans. Thus, interest rate ceiling to housing loans would amount be-
tween 5% and 7%. To be precise, interest rate to housing loans according to new formula can be only
1 percentage points above the average interest rates on the approved housing loans, which amounted
0 5.37% in 2012.

We would like to remind that the Central Bank of Montenegro passed the Decision on interim
measures for limiting bank interest rates, with the application period of six months. The regulation
of interest rates was aimed at setting interest rate ceiling to interest rates to loans and deposits
without aggravating the banks’ lending activity. The Decision sets out that the annual lending
effective interest rate on individual banking loans granted to a legal person/an entrepreneur or a
natural person cannot exceed 14% and 15%, respectively. After the Decision’s application period
expired, the Bank did not expand its prolonged duration, but it suggested banks not to increase
interest rates to new loans.

On new loans

Atend-2013, weighted average nominal interest rate (WANIR) on new loans amounted to 9.18% and the cor-
responding weighted average effective interest rate (WAEIR) was 10.30%, showing a 0.11 percentage points
y-0-y decline (graph 2.20). They grew by 0.92 percentage points compared to end-2012.

Graph 2.20
Interest rates on new loans at system level, annually, %
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Graph 2.21

Interest rates on new loans by maturity at system level,
annually, %
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2.2.2. Deposit interest rates

Weighted average deposit effective interest rate (WADEIR) on total deposits was 2.99% at end of Q2 2013.
Observed by maturity, WADEIR on demand deposits was 0.27%, while it was 4.09% on term deposits up to
three months. WADEIR on deposits with maturity from three months to one year was 4.59%; it was 5.54%
on deposits with maturity from one to three years; 4.67% on term deposits from three to five years, while it
was 3.92% on term deposits over five years.

Weighted average deposit interest Graph 2.22
rate on total deposits in the observed  WADEIR on deposits, annually, %
period declined by 0.24 percentage
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Graph 2.23 WADEIR on deposits of natural per-
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2.3. Micro-credit financial institutions

Total assets and liabilities of micro-credit financial institutions (MFIs) amounted to EUR 37.1 million at Q2
2013, and it grew EUR 0.9 million or 2.5% relative to end 2012, and by 0.2% or EUR 72 thousand relative to
Q2 2012 (Table 2.4).

Table 2.4
MFIs total assets and liabilities, EUR thousand

2012 2013
I Vi IX Xl 1 Vi
MFls assets 42,132 37,026 35,964 36,193 36,071 37,100

Description/ Period

Total MFIs liabilities” made up 38.2% of liabilities and capital. The largest source of financing of MFI was
through borrowings. Total borrowings granted amounted to EUR 12.6 million in Q2 2013 and they declined
by EUR 82 thousand or 0.6% compared to 2012 year-end.

Total MFIs capital amounted to EUR 22.9 million or 61.8% of total liabilities and capital at Q2 2013. Capital
from donations accounted for 61.6% of total capital, while retained earnings made up 23.9% and capital is-
sued was 8.9%. Observed on aggregate level, MFIs reported profit of EUR 1.3 million in H1 2013.

'8 The difference between weighted average effective lending and deposit interest rates on total loans and deposits of the system.

¥ Liabilities on loans taken and borrowings, conditional grants, subordinated debts and other liabilities.
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2.3.1. MFls interest rates
On total loans granted

At end-2013, weighted average nominal interest rate (WALNIR) on MFIs total loans amounted to 19.61%
and the corresponding weighted average effective interest rate (WALEIR) was 27.23%. Compared to year-end
2012, WALNIR increased by 0.26 percentage points, while WALEIR decreased by 1.25 percentage points.
Compared y-0-y, WALNIR increased by 0.03 percentage points, while WALEIR decreased by 1.57 percentage
points. Graph 2.24).

Graph 2.24
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 Pursuant to Article 153 of the Banking Law (OGM 17/08, 44/10, 40/11), MFI may grant loans for specified purposes for devel-
opment projects to business organizations, for business improvement to entrepreneurs and specified purpose loans to natural
persons, from its own funds and from the funds borrowed on the money market.



Table 2.5

MFls interest rates on new loans, June 2013, %

Short-term Long-term Total
. WANIR 22.71 21.09 21.42
Retail
WAEIR 2833 26.18 26.62
WANIR 19.00 19.00 19.00
Corporate
WAEIR 3141 23.94 31.00
Total loans WANIR 21.79 21.08 21.26
WAEIR 29.09 26.17 26.91
Box 2.2 - Comparison of interest rates of banks and MFls on loans
Graph 1 Interest rates at which banks

Banks and MFIs interest rates on total loans, June , %

and MFI granted loans dif-
fered significantly. Specifi-
cally, weighted average lend-
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oslosl 2010 011 D) 0B WALEIR on long-term loans
\_ with banks amounted to
9.38%, while it was 27.02%
with MFI (Table 1 and Graph 1).
Table 1
Banks and MFIs interest rates on total loans, June 2013, %
Short-term Long-term Total
Banks MFls Banks MFls Banks MFls
" WANIR 938 21.25 941 1948 9.41 19.65
WAEIR 11.26 2891 10.08 27.07 10.09 27.24
Corporate WANIR 8.74 18.83 824 1791 8.31 18.57
P WAEIR 9.97 28.71 8.73 22.71 8.88 27.00
WANIR 8.79 20.76 8.80 19.46 8.80 19.61
Total loans
WAEIR 10.07 28.86 9.38 27.02 943 27.23

Thereis also a large difference in interest rates on new loans between those granted by banks and those
granted by MFIs. Specifically, weighted average lending nominal interest rate with banks amounted to
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9.18%); the effective interest rate amounted to 10.30%, while the same rates with MFls amounted to
21.26% and 26.91% respectively.

Banks granted short-term loans at WALEIR of 10.42%, while MFI at a rate of 29.09%. WALEIR on long-
term loans with banks amounted to 10.25%, while it was 26.17% with MFI (Table 2 and Graph 2).

Table 2

Banks and MFIs interest rates on new loans, June 2013, %

Short-term Long-term Total
Banks MFIS Banks MFIS Banks MFIS

Retail WANIR 8.21 22.71 10.46 21.09 10.31 2142

WAEIR 11.20 28.33 11.25 26.18 11.25 26.62

WANIR 833 19.00 8.16 19.00 8.25 19.00
Corporate

WAEIR 10.33 3141 873 23.94 9.52 31.00

WANIR 832 21.79 9.55 21.08 9.18 21.26
Total loans

WAEIR 1042 29.09 10.25 26.17 10.30 26.91
Graph 2

Banks and MFlIs interest rates on new loans, June , %
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3.1. Money market

Five 182-day T-Bills auctionsand two  Graph 3.1

91-day T-Bills auctions were held i 1_gs 501 and corresponding interest rate, Q2 2013
Q2 2013. Total value of issued T-Bills

was EUR 54.0 million. Some 96.2% ~
or EUR 49.8 million were sold of the T-bills sold in thousands Weighted average interest rate, %
total amount of issued T-bills. Buyers | 20000 390
at all T-Bills auctions were Montene- 45,000 380
. . 40.000 3,70
grin banks, and the Deposit Protec- 35000 4 360
tion Fund. 30,000 3,50
25.000 3,40
Within first six months of 2013, sev- 20.000 1 330
en 182-day T-Bills auctions and three Eggg ;2 8
91-day T-Bills auctions were held. To- 5000 | 300
tal value of issued T-Bills in H1 2013 04 — =190
was EUR 107.3 million. Weighted av- ] 8 2 8 R B &8 &8 § 8§
erage interest rate to T-bills issued in 2 =2 R 2 8 = 2 8 2 8
first two quarters of 2013 amounted m 18)-day T-bills sold  —— Average interest rate on 182-day T-bills
t0 3.60% (graph 3.1). 91-day T-bills sold Average interest rate on 91-day T-bills
\ J

Total state’s debt based on T-bills sold
L Source: CBCG
amounted to EUR 99.3 million as at

30 June 2013.

3.2. Capital market

In Q2 2013, only EUR 10.9 million of turnover was achieved at Montenegro Stock Exchange, which grew
9.5% compared to the same period of the previous year. After Belgrade stock exchange, the Montenegro stock
exchange recorded the highest turnover increase in the region (Box 3.1). Compared to previous years, the
turnover was significantly lower. The average monthly turnover amounted to EUR 1.8 million being below
average monthly turnover reported in 2012 (EUR 2.7 million). Contrary to turnover, total number of transac-
tions grew y-0-y by 0.4%. Overall turnover in Q1 2013 was made through secondary trade.
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Table 3.1

Comparative turnover at stock exchange, %

. . I-VI 2013 I-VI 2013 I-VI 2013
Comparative turnover in Q2 by years VI 2012 VI 2011 IVl 2010
(relative changes) 95 504 664

Source: CBCG calculations

Graph 3.2
Turnover at stock exchange
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Graph 3.3
Turnover structure at Montenegro Stock Exchange, | - VI 2013
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Source: Montenegro Stock Exchange

The trade of shares of Prva Bank and
Telecom in April and June largely
contributed to positive signals at the
capital market in H1 2013 noticed
through higher turnover relative to
comparable period.

Turnover structure

The largest share in the turnover
structure in the first six months
of 2013 had turnover of shares of
the companies (86.5%), turnover of
various types of bonds (7.4%), while
12.1% of total turnover referred
to shares of collective investment

funds.



Table 3.2
Total turnover and its structure
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1-VI 2010 1-VI 2011 1-VI 2012 1-VI 2013
Turnover structure Absolute % oftotal Absolute % oftotal Absolute % oftotal Absolute % of total
amount turnover amount turnover amount turnover amount turnover
Shares 21,154,997 65.1% 23,817,096 885% 8,180,328 819% 9,460,017 86.5%
fc°"ec,ti"e investment ;55534 550% 1,721,635 64% 17237133 124% 663492 6.1%
unds’shares
Bonds 9,547,994 294% 1,370,185 51% 571,142 57% 809,200 7.4%
Total 32,502,624  100.0% 26,908,916  100.0% 9,988,603  100.0% 10,932,710  100.0%
Source: Montenegro Stock Exchange
Graph 3.4
Turnover and number of transactions of companies’ shares
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Graph 3.6
Bonds' turnover and number of transactions
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Stock exchange indices

After a mild growth reported in January, Monex 20 declined during the last six months of 2013 until June,
when it recorded monthly growth of 5%. On the other hand, Monex PIF ended the negative trend lasting from

October 2012, recording monthly growth of 18.5%.

Graph 3.7
Montenegro Stock Exchange indices
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Compared to the previous year-end,
Monex 20 was at the approximately
same level, while Monex PIF dropped
by 864.4 index points or 25.1%.

With respect to end-June 2012,
Monex 20 grew by 11.7%, while
Monex PIF declined by 20.1%.

With regard to their historical max-
imum values (reached in 2007),
Monex20 and Monex PIF recorded
respective decline by 4.9 and 19.7
times as at end-June.



Table 3.3
General data on indices
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MONEX 20 MONEX PIF
Value as at 31 June 2013 9.847,43 2.57742
Absolute change of index in 2012 -2,49 -864,42
Initial index value 1000,00  March 2003 1000,00  March 2003
Maximum value in 2013 10.247,75 16.01.2013 343240  28.01.2013.
Maximum historical value 4861788  07.05.2007 50.780,54 17.08.2007
Minimum historical value 918,57  14.04.2003 959,53  02.04.2003
Growth (decline) in 2013 -0,03% -25,1%

Source: Montenegro Stock Exchange

Block trade

No block trades occurred in the first
six months of 2013.

Capitalization

Market capitalisation at Montenegro
Stock Exchange amounted to EUR
2.79 billion at end June 2013.

Liquidity measured by turnover ra-
tio at Montenegro Stock Exchange
amounted to 0.000854 at end June
2013.

Conclusion

Turnover recorded y-o-y growth in
H1 2013. Moreover, both stock ex-
change market indices recorded
growth. MonexPIF index stopped the
long-lasting negative trend, and re-
corded significant monthly increase
relative at the end of H1 2013.

However, despite improved stock ex-
change indicators as at end-June, it is
evident that the situation at the Mon-

Graph 3.8
Capitalisation
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Graph 3.9
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tenegrin stock exchange market is not satisfactory and that there are some drawbacks that affect the lack of
investor’s trust.

Box 3.1 - Regional stock exchanges, selected operating indicators

Situation at the regional stock exchanges was different in H1 2012. The turnover at the Belgrade Stock
Exchange indices doubled compared y-o-y, while Sarajevo Stock Exchange recorded the highest de-
cline in turnover. After Belgrade Stock exchange, Montenegro Stock Exhange recorded the highest
turnover increase of (9.5%). In H1 2013, the number of transactions at all stock exchanges in the region,
other than Montenegro Stock Exchange, declined in one-year period (Table 1).

Table 1
Changes in turnover and transactions at regional stock exchanges

Siodiaienee Turnover Number of transactions
I-1113/1-VI2012 I-V12013/1-VI 2012

Belgrade Stock Exchange 101.9 -69.7
Zagreb Stock Exchange 0.6 -14.2
Sarajevo Stock Exchange -50.3 -11.1
Macedonian Stock Exchange 414 -14.2
Ljubljana Stock Exchange 5.7 -9.1

Montenegro Stock Exchange 9.5 04

Source: Reports of regional stock exchanges

Stock exchange indices recorded annual increase at all regional exchanges, except Macedonian Stock
Exchange, while compared to end-2012, all stock exchange indices recorded decrease at all regional
exchanges, except at Zagreb and Macedonian Stock Exchanges, which recorded 3.7% and 0.8% re-
spective decline in one-year period (Table 2).

Table 2
Changes in selected regional stock exchange indices

% of change
Stock exchange Index
VI 2013 /X111 2012 V12013 /VI2012
Belgrade Stock Exchange BELEX15 -84 10.1
Zagreb Stock Exchange CROBEX 37 6.5
Sarajevo Stock Exchange SASX-10 -0.03 13.6
Macedonian Stock Exchange MBI10 0.8 -6.1
Ljubljana Stock Exchange SBITOP -3.1 184
Montenegro Stock Exchange MONEX20 -0.03 11.7

Source: Reports of regional stock exchanges

All regional stock exchanges, except Zagreb Stock Exchange and Ljubljana Stock Exchange, recorded
growing market capitalisation (Table 3).
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After Q1 2013, which showed some progress on the road towards fiscal consolidation, further adjustments
were made both in expenditures and revenues, aimed at meeting the planed budget deficit for 2013. The Gov-
ernment adopted certain fiscal measures to stabilise the budget, and at the same time made efforts to reduce
the gray economy.

In H1 2013, temporary fiscal policy measures (crisis tax on salaries and temporary cessation of harmonising
the pensions growth to the salaries and inflation increase) and measures for suppressing shadow economy in
public sector were in force. The State budget recorded growing revenues, savings at the expenditure side and
significant decline in fiscal deficit.

4.1. Montenegro’s public finances?'

Total source revenues™ in 2013, according to the estimate of the Ministry of Finance, amounted to EUR
570.1 million, i.e. 16.2% of the estimated GDP*. Compared to the same period of 2012, public revenues in-
creased by 5.3%, which represents a nominal growth of EUR 28.7 million, which was mostly the result of
increased revenues from VAT (EUR 20.1 million), contributions (EUR 7.5 million) and excise duties (EUR
6.4 million). This increase in revenues resulted from low collection in 2012, on one hand, and the fiscal con-
solidation measures in 2013,

As for the structure of public revenues, taxes accounted for the main share (62.9%) and followed by contribu-
tions (27.5%), whereas the remaining public revenues accounted for 9.6%.

Estimated public spending in first six months of 2013 amounted to EUR 637.4 million, i.e. 18.1% of GDP.
Compared to Q1 2012, public spending recorded the y-o-y decrease of 5.2%. As a result of austerity measures
in 2013, the decline was recorded in expenditures for material and services (EUR 30.7 million), subsidies
(EUR 9.1 million), capital budget (EUR 6.4 million) and expenditures for current maintenance, while trans-
fers for social welfare grew at the same time.

2! The structure of Montenegrin public finances is comprised of the Budget of Montenegro with the State funds (Pension and
Disability Fund, Health Insurance Fund, Compensation Fund, Employment Agency and Labour Fund) and local government
budgets (Old Royal Capital Cetinje, Capital Podgorica and 19 municipalities).

% Total public revenues include budget revenues, state funds and local governments.

2 Source: Estimated GDP for 2013 amounts to EUR 3,517 million.
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Graph 4.1 Lacking funds® at the end of HI
Consolidated public spending, in EUR million amounted to EUR 1575 million.
The state indebted in the amount of
4 ) EUR 438 million through foreign
?8888 s sources of financing, i.e. EUR 55.9
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\_ ) Observed by economic classification,
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Source: Ministry of Finance social transfers (EUR 241.5 million

or 6.9% of GDP, mainly due to ex-
penditures for pensions) and gross salaries (EUR 200.1 million or 0.9% of GDP), while the capital budget
amounted to EUR 29.9 million or 0.9% of GDP.

The level of public revenues in HQ1 2013 was lower than the recorded public spending; therefore the public
sector deficit amounted to EUR 67.3 million or 1.9% of estimated GDP, being EUR 63.5 million lower than the
deficit recorded in H1 2012 (Annex D, Table 12).

4.2. Budget of Montenegro

As per preliminary data of the Ministry of Finance, in HI 2013, total revenues of the Budget and State
Funds* amounted to EUR 615.4 million or 17.5% of estimated GDP. In the budget revenues structure, cur-
rent revenues accounted for 83.9%, while the remaining 16.1% related to privatisation revenues, donations,
borrowings and loans from domestic and foreign sources (Table 4.1).

Current revenues amounted to EUR 516.1 million, or 14.7% of estimated GDP. Relative to the plan, these
revenues increased by 1.4%, and recorded a y-o-y increase of 8.8%. This increase mostly came as a result of
increased taxes and contributions that made up 93.9% of revenues.

In the current revenues structure, tax revenues accounted for the main share (63.5%), followed by contribu-
tions (30.4%), while the remaining 6.1% referred to revenues from fees, duties, other revenues and loan repay-
ment revenues.

# Lacking funds include funds needed for financing deficit and funds for debt repayments to residents, non-residents and liabili-
ties from the previous-period.

% Public spending minus total capital expenditures

% Revenues include current revenues (direct and indirect taxes and non-tax revenues), borrowings, donations, privatisation rev-
enues and loans from domestic and external sources.



Collection of tax revenues (taxes and ~ Graph 4.2
contributions) amounted to EUR  Current revenues, in EUR million
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economy.

There was an increase in excise duties by EUR 6.4 million or 10.8%, which can be explained by gradual in-
crease of excise duties rates.

This period also features an increase of revenues from other duties by EUR 5.5 million, which came as a result
of interim measures from July 2012, with introduction of new duties. As stated by the Ministry of Finance,
an amount of EUR 10.7 million poured into the state budget based on the collection of duties for SIM cards,
electricity meters, cable TV connections and use of tobacco products.

The collection of corporate profit tax increased by 8.2 % relative to the plan, and 9.4% relative to the 2012 com-
parative period, while revenues based on property turnover tax recorded a y-o-y decrease of 6%.

Revenues from personal income tax increased by 11% (i.e. EUR 3.7 million) in relation to 2012. In January,
the Parliament of Montenegro adopted amendments to the Personal Income Tax Law, which envisage addi-
tional taxation of salaries exceeding EUR 480. Tax rate of 15% is applied for net salaries above EUR 480, while
the 9% tax remains to be valid for salaries bellow this amount.

Negative deviation was recorded in tax on international trade, amounting to EUR 6 million or 36.8%, which
is a result of WTO agreement coming into force in H2 2012.



Box 4.1 — Increase of VAT rate

The Government of Montenegro adopted a decision to increase the VAT rate from 17% to 19% and to
keep the reduced and zero VAT rates at the same levels.

The core reason for such decision is an effort to stop further deterioration of fiscal stability, i.e. imbal-
ance between public revenues and expenditures. In addition, this measure together with other meas-
ures of fiscal adjustments should contribute to decreasing the public debt in the future and therefore
improve the stability of fiscal, financial and macroeconomic system.

Based on previous analyses, the Government determined that the selective increase of VAT rate will
generate one-off price rise, which will be mitigated by maintaining a lower VAT rate of 7% at the
same level. Reduced VAT rate, inter alia, applies to: basic goods for human nutrition (bread, milk,
flour, dairy products, infant foods, fat, cooking oil, meat and sugar), medicines, textbooks, books
and teaching aids, press, computer equipment accommodation services in hotels, motels, apart-
ment hotels, tourist settlements boarding houses, camps and villas, services of public transporta-
tion, services of public hygiene, funeral services, animal feed, services charged in the form of tickets
for theatre and cinemas, concerts, museumes, fairs, amusement parks, exhibitions, zoos and similar
cultural and sports events.

By maintaining the lower VAT rate of 7% at the same level, the impact on prices and the standard of
living will be lower as products and service that are taxes at the lower rate account for about 50% of
consumer basket. Therefore the most vulnerable social categories will be protected. Through this se-
lective approach, the competitiveness of the economy will be partly protected, in particular the sector
of tourism, as services of accommodation and food products which dominantly create prices in the
area of tourism services, will continue to be taxed at the lower, i.e., the same VAT rate.

The increase of VAT rate represents an interim measure which started to be implemented on 1 July
2013.

Revenues from contributions amounted to EUR 156.7 million, recording a 0.2% increase relative H1 2013
plan, and a y-o-y increase of 5%.



Table 4.1
Revenues of the Budget of Montenegro and state funds, January — June 2013

Plan Recorded Sl Recorded Recorded .Recorqed
revenues  Share . . in relation
January-  January- ) - ingDp " relation  January- to) )
Type of revenue June2013 June2013 ~onuany in tothePlan June2013 o-anuary
June 2013 June 2012
EUR million EUR million % % % EUR million %
TAXES 319.84 327.54 6347 9.31 10241 300.75 108.91
Personal income tax 36.64 37.25 722 1.06 101.66 3357 110.96
Corporate profit tax 26.02 28.14 545 0.80 108.15 2573 109.37
Property turnover tax 0.71 0.63 0.12 0.02 88.73 067 94.03
Value added tax 170.65 182.90 3544 5.20 107.18 162.81 112.34
Excise Duties 66.15 65.97 12.78 1.88 99.73 59.57 110.74
IR (el lSee 176 1035 201 029 5881 1639 63.15
transactions
Other republic taxes 207 2.30 045 0.07 11111 2.01 11443
Contributions 156.44 156.72 30.37 446 100.18 149.20 105.04
B 9152 93.73 1816 267 10241 8841 106.02
disability insurance
Contributions for health insurance 54.96 54.05 1047 1.54 98.34 52.21 103.52
(o ATl U P 462 432 084 012 9351 416 103.85
insurance
Other contributions 534 4.62 0.90 0.13 86.52 442 104.52
DUTIES 13.96 11.22 217 032 80.37 6.17 181.85
FEES 6.29 6.09 1.18 0.17 96.82 5.56 109.53
OTHER REVENUES 10.08 1291 2.50 0.37 128.08 10.70 120.65
Receipts from loan repayment 218 1.57 0.30 0.04 72.02 1.90 82.63
CURRENT REVENUES 508.79 516.05 83.85 14.67 10143 474.28 108.81
Privatization revenues 8.00 0.85 0.14 0.02 10.63 1.36 62.50
Donations 0.00 1.84 0.30 0.05 0.00 2.1 87.20
Borrowings and loans from foreign 200,00 4302 699 122 2151 154.69 2781
sources
Eolicinesaydicalion 0.00 53.66 872 153 0.00 3426 156.63
domestic sources
VOTTL HEEAIPIFS O1F 172 2 FUIDG A lF 716.79 615.42 100.00 17.50 85.86 666.70 92.31

MONTENEGRO AND STATE FUNDS

Source: Ministry of Finance

Total Budget expenditures in H1 2013 amounted to EUR 656.3 million or 18.7% of estimated GDP. Com-
pared to H1 2012, budget spending was 5.2% lower, and 2.4% lower in relation to the plan (Table 4.2).

Consolidated Budget expenditures®” amounted to EUR 595.6 million, and made up 16.9% of the estimated
GDP. Recorded expenditures for H1 2013 were 4.9% lower than planned and 4.1% lower compared to H1
2012.

* Total expenditures minus debt repayment



Graph 4.3 Current budget spending amounted
Budget spending in H1 2013, in EUR million to EUR 575.9 million or 16.4% of GDP,
while the capital budget amounted to
4 ) EUR19.7 million or 0.6% of GDP.
19771
43 2563 Current expenditures amounted to
’ Current expenditures EUR 286.3 million or 2.6% less than
Transfers for social welfare planned in the reporting period. Ex-
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individuals, NGOs and public sector . a1
112 m Capital budget ed a y-o0-y increase of EUR 2 million,
Other expenditures or EUR 3.2 million compared to plan.
L ) In relation to plan, expenditures for

materials and services declined by
Source: Ministry of Finance EUR 2.8 million, expenditures for
current maintenance declined by
EUR 3.8 million and capital budget
by EUR 13.1 million. Transfers to Pension and Disability Fund increased in relation to plan by EUR 8.7 mil-
lion, while they recorded a y-o0-y increase of EUR 3 million.

Observed by the budget spending structure (Table 4.2), the biggest share referred to transfers for social wel-
fare (about 40.5%), followed by gross salaries (31.8%), transfers to institutions, individuals, non-government
and public sector (6.9%), while expenditures for materials and services accounted for 6.1% of budget spend-
ing. Other purposes accounted for 14.7% of budget expenditures, out of which 5.4% belongs to interests, while
capital budget makes up 3.3% of budget spending.

Repayment of debt amounts to EUR 60.7 million and was reduced in relation to H1 2012 by 10.2 million.

The lacking funds of the budget in the amount of EUR 140.2 million, were mainly financed from borrowings
and loans (from foreign sources in the amount of EUR 43 million and borrowings and loans from domestic
sources in the amount of EUR 53.7 million as well as by using deposits in the amount of EUR 40.9 million),
while a smaller part included donations and revenues from privatisation.

In H1 2013, the Budget of Montenegro recorded a deficit* of EUR 79.6 million or 2.3% of GDP, and was EUR
67.5 million lower in relation to deficit in H1 2012.

8 Methodology for surplus/deficit calculation O0GRM, 53/09



Table 4.2

Expenditures of the Budget of Montenegro and state funds, January — June 2013

Plan Recorded Sharein Share Recorded Recorded Rree?:triiidtcl)n
DESCRIPTION January - January - expenditures inGDP January - January -
June 2013 June 2013 planned June 2012 June 2012
milon miion  ® % % gy %
Current expenditures 2939 286.32 48.07 8.14 97.42 318.24 89.97
g;‘i;sesglrigleg;e':d ContEtion S 18606 18931 3178 538 10175 18733 101.06
Other personal income 524 597 1.00 0.17 113.93 442 135.07
Expenditures for material and services 39.12 36.32 6.10 1.03 92.84 65.18 55.72
Current maintenance 10.24 6.47 1.09 0.18 63.18 9.93 65.16
Interests 352 3222 541 0.92 91.53 29.41 109.55
Rent 391 3.80 0.64 0.11 97.19 342 M
Subsidies 7.26 6.93 1.16 0.20 9545 15.95 4345
Other expenditures 2.88 2.76 046 0.08 95.83 2.60 106.15
Capital expenditures in current budget 3.99 2.54 043 0.07 63.66 0.00
Transfers for social welfare 24894 241.23 40.50 6.86 96.90 23697 101.80
Lrégsjzﬁ;‘;t‘;ﬁtiz‘c’t”; individuals, 4617 4125 693 117 8934 1288 32026
Capital budget 32.82 19.71 331 0.56 60.05 2281 8641
Borrowings and loans 0.86 1.24 0.21 0.04 144.19 091 136.26
Reserves 3.68 571 0.96 0.16 155.16 6.11 9345
Repayment of guarantees 0 0.15 0.00 2343
CONSOLIDATED EXPENDITURES 626.37 59561 90.75 16.94 95.09 621.35 95.86
Repayment of debts to residents 9.74 18.64 284 0.53 191.38 3837 4858
Repayment of earlier debts 11.98 20.17 3.07 0.57 168.36 0.00
Repayment of debts to non-residents 2443 21.87 333 0.62 89.52 32.51 67.27
TOTAL EXPENDITURES 672.52 656.29 100.00 18.66 97.59 692.23 94.81

Source: Ministry of Finance

Box 4.2 - Information on realisation and effects of measures from the Action plan for
combating shadow economy for 2013

According to the press release, the Government adopted the Information on realisation and effects of
measures from the Action plan for combating shadow economy for 2013, prepared by the Ministry of

Finance.

The relevant Information states, inter alia, that in the period April-July 2013, the Commission for Combat-
ing Shadow Economy continuously monitored the dynamics and effects of the implementation of all
activities defined with respect to combating the shadow economy, with a special focus on combating
the shadow economy in the labour market and turnover of goods and services — recording cash turno-
ver and eliminating any space for tax evasion. It was concluded that all measures, defined by the Action
plan, were implemented according to determined schedule, and that there was a better collection of
public revenues that recorded a y-o-y increase of about EUR 40 million in the first six months of 2013.



Also, enhanced inspection contributed to the increased level of fiscal discipline, which directly influ-
enced the reduction of illegal business and caused increase in public revenues.

A special segment of the Commission’s work referred to the revision of current legislation, aimed at
removing any space for illegal business operations. In that respect, there were suggestions for propos-
ing amendments to certain legislation (Law on Personal Income Tax, Law on Inspection Control, Law
on Contributions for Compulsory Social Insurance, Law on Consolidated Registration and System of
Reporting on Calculation and Collection of Taxes and Contributions, etc.).

For the purpose of improving transparency in the fight against shadow economy, a greater involve-
ment of citizens was initiated by means of the project “Be responsible”.

The Government has tasked the Commission for Combating the Grey Economy to continue to monitor
the implementation of measures stipulated in the Action Plan, in line with responsibilities and set time
schedule, as well as competent inspection authorities to continue to mutually cooperate and coordi-
nate following the established schedule of inspections.

4.3. Local Governments

Pursuant to the Law on Local Self-Government Financing, municipalities are obliged to submit their quar-
terly reports on planned and recorded revenues, planned and executed expenditures and budget leverage to
the Ministry of Finance, not later than 30 days following every quarter-end. Considering that only a number
of municipalities submitted their reports, the data for H1 2013 is based on the estimate carried out by the
Ministry of finance.

Estimated local government expenditures for H1 2013 amounted to EUR 41.8 million or 1.2% of GDP, which
is the y-0-y decrease of 17.9%. Capital expenditures recorded the most significant decline in relation to H1
2012.

Spending was financed from taxes in the amount of EUR 31 million, duties in the amount EUR 2.5 million,
fees in the amount EUR 15.5 million and other current revenues in the amount of EUR 5 million. Estimated
total current revenues of local governments for HI 2013 amounted to EUR 54 million, or 1.5% of GDP which
is a y-0-y decrease of 19.5%.

Local government surplus for HI 2013 was estimated in the amount of EUR 12.2 million or 0.4% of GDP
(Table 4.3).



Table 4.3

Current revenues and expenditures of local governments, January-June 2013

Recorded in
Type of revenue January - June 2013 Janu;(r));;une JaLeu.:ztr;)?Jt:l)ne
2012
EUR million % of GDP EUR million %

CURRENT REVENUES 54.01 154 67.11 80.48
Taxes 31.02 0.88 35.65 87.01
Duties 246 0.07 2.79 88.17
Fees 15.54 044 22.78 68.22
Other Revenues 4.99 0.14 5.89 84.72
CONSOLIDATED EXPENDITURES 41.77 1.19 50.88 82.10
CURRENT CONSUMPTION 34.14 0.97 37.44 91.19
Current expenditures 20.88 0.59 22.36 93.38
Gross salaries and contributions paid by the employer 10.84 0.31 11.58 9361
Other personal income 1.05 0.03 1.07 98.13
Expenditures for material and services 446 0.13 6.35 70.24
Current maintenance 244 0.07 149 163.76
Interests 1.60 0.05 1.29 124.03
Rent 0.08 0.00 0.08 100.00
Subsidies 0.10 0.00 0.20 50.00
Other expenditures 031 0.01 0.30 103.33
Transfers for social welfare 0.27 0.01 0.15 180.00
::Z?;frers to institutions, individuals, NGO and public 1134 032 1275 88.94
Capital expenditures 763 0.22 13.44 56.77
Borrowings and loans 0.76 0.02 0.79 96.20
Reserves 0.89 0.03 139 64.03
DEFICIT/SURPLUS 12.24 035 16.23 7542
Transfers from the Budget of Montenegro 0.00 0.00 0

Borrowing and loans from domestic sources 222 0.06 391 56.78
Borrowing and loans from foreign sources 0.78 0.02 0

Privatization revenues 5.00 0.14 5.11 97.85
Donations 024 0.01 0.79 30.38
Utilisation of local self-government deposits 9.04 0.26 144 627.78
Debt repayment 29.52 0.84 2748 107.42

Source: Ministry of Finance

4.4, State funds

According to the Pension and Disability Insurance Fund of Montenegro data, in H1 2013, total revenues
amounted to EUR 191.5 million or 0.4% more than in the same period of 2012. The share of contributions,
which are the main source of the Pension and Disability Insurance Fund’s financing, in total revenues
amounted to 50.4%. This category of revenues was 6.7% higher compared to H1 2012. At the same time,
transfers from the budget, which accounts for 49.1% of total revenues, recorded a 5.3% decrease relative to the

comparative period of 2012.



Total expenditures of the Pension and Disability Insurance Fund of Montenegro amounted to EUR 191.5 mil-
lion, which is a 0.4% y-o-y increase, yet 1.2% below the plan. Expenditure for pensions, accounting for 99.2%
of total expenditures, was the most significant expenditure item, while administrative expenses accounted
for 0.8% of expenditures. Expenditures for pensions increased by 0.7% compared to H1 2012.

Comparing the recorded revenues and expenditures, the Pension and Disability Insurance Fund ran a bal-

anced budget.

According to Health Insurance Fund of Montenegro data, in H1 2013, total revenues amounted to EUR 72.3
million or 0.4% more than in the same period of 2012.

Total expenditures of the Health Insurance Fund amounted to EUR 72.3 million; therefore the Fund ran a
balanced budget in H1 2013. The main share in total expenditures referred to expenditures based on regular
activities (transfers to institutions, individuals, non-governmental and public sectors in the amount of EUR
61.2 million and transfers for social welfare in the amount of EUR 9.8 million), while the remaining funds
were spent for the operations of the Fund.

Outstanding liabilities of the Fund at end-H1 2013 amounted to EUR 15.5 million.

In H1 2013, according to the Employment Agency of Montenegro data, total revenues were recorded in the
amount of EUR 10.1 million, which is 1.7% higher in relation to the plan. In relation to HI 2012, total rev-
enues decreased by 34%.

Expenditures of the Agency amounted to EUR 7 million, 22.1% less compared to H1 2012 and 29.5% below
the plan. In total expenditures, 22.5% referred to current expenditures, while 62% referred to social welfare
transfers, 14.3% were transfers to individuals, institutions and public sector and 1.2% referred to borrowings,
loans and other liabilities.

Comparing revenues and expenditures recorded in HI 2013, the Agency operated with a surplus in the
amount of EUR 3.1 million.

Outstanding liabilities of the Agency at end-H1 2013 amounted to EUR 3.5 million.

According to the Investment and Development Fund of Montenegro data, total revenues amounted to EUR
1.8 million in HI 2013 or 24.7% more than in H1 2012. Total expenditures of the Fund amounted to EUR
2.3 million and were 149.4% higher compared to H1 2012, as a result of significant amount of provisions for
direct loans in June 2013.

Outstanding liabilities of the Fund amounted to EUR 6.1 million as at 30 June 2013.

Comparing revenues and expenditures recorded in H1 2013, the Fund operated with a deficit in the amount
of EUR 0.5 million.

The Labour Fund, being a typical budget beneficiary financed from general and earmarked revenues, record-
ed revenues in the amount of EUR 1.1 million and the equal amount of total expenditures in HI 2013, which



is 5.1% below the plan and also represents a y-o-y decline of 43.4%. Expenditures for social welfare transfers,
i.e. funds for redundancies in the amount of EUR 1 million represented the most important expenditure item.

Outstanding liabilities of the Fund amounted to EUR 6.8 million as at 30 June 2013.

In H1 2013, the Restitution Fund recorded total revenues in the amount of EUR 42.7 thousand, which is 9.8%
less in relation to H1 2012.

Total expenditures of the Fund amounted to EUR 40.8 thousand and they were 13.8% lower in relation to H1
2012.

Outstanding liabilities of the Fund amounted to EUR 1,901.15 as at 30 June 2013.
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According to Ministry of Finance data, Montenegro's public debt amounted to EUR 1,760.9 million or 50.1%
of estimated GDP for 2013.% It was EUR 61.4 million or 3.6% in relation to 2012.

Table 5.1
Structure of public debt, in million EUR Graph 5.1
Public debt, % of GDP
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10.7% of GDP, i.e. 21.4% of the public debt. With 2009 2010 2011‘ noQ B ‘ @
guarantees, public debt would amount to 60.8% 201 2013

of GDP, which exceeds the limit prescribed by the -
Maastricht Criteria, which is a clear signal that
the public debt growth must be stopped.*

5.1. Domestic debt

In Q2 2013, domestic debt grew, thus, at end-June it was EUR 38.2 million (9.4%) higher in relation to 2012.
Domestic debt increased mostly due to the increase of liabilities against T-bills (EUR 26.3 million), loans with
commercial banks (EUR 19.1 million) and indemnification (EUR 4.4 million). On the other hand, domestic
debt declined by EUR 8.3 million due to the decline of debt based on loans of non-financial institutions and
frozen foreign currency deposits (EUR 3.3 million).

In the domestic debt structure, the highest share was recorded by the liabilities on the basis of T-bills (22.4%)
and restitution (19.8%), followed by the local self-government debt (17.9%) and frozen foreign currency de-
posits (17.4%) (Table 5.2, Graph 5.2).

# Estimated GDP for 2013, according to MoF data amounts to EUR 3,517 million
% Calling of guarantees, issued for KAP occurred in July 2013
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Table 5.2
Domestic public debt structure as at 30 December 2013

P g— Share in Share in Share in public
Creditor estimated GDP  domestic debt debt

EUR million %
Frozen foreign currency deposits 77,0 2,2 174 44
Local self-government debt 794 23 17,9 45
Restitution 87,7 2,5 19,8 50
Loans with commercial banks 674 19 15,2 38
Loans with non-financial institutions 24,1 0,7 54 14
Accrued pensions* 1,8 0,1 04 0,1
T-bills 99,3 2,8 224 57
Labour Fund bonds 6,0 0.2 14 03
TOTAL 442,7 12,6 100,0 25,2

* On 15 September 2008, bonds acquired pursuant to the Law on Indemnification of Pension and Disability Insurance
Beneficiaries were issued in the amount of EUR 105.0 million.

Source: Ministry of Finance

Graph 5.2
Structure of domestic debt, in EUR million
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5.2. External debt

At end-Q2 2013, external debt amounted to EUR 1.318,2 or 37.5% of GDP and in relation to end-2012 was
EUR 23.2 million or 1.8%, while in relation to end-Q1 it declined by EUR 17.2 million or 1.3%.

The growth of external debt relative in the first three months of 2013 in relation to end-2012 is a result of:



« Withdrawal of Erste banka loans in amount of EUR 30.8 million,

« Withdrawal of the EIB funds in amount of EUR 10 million (for the recovery from flood),

« Withdrawal of the IBRD funds in amount of 4.5 million (for projects “Lamp”, “Midas”, energy effi-
ciency increase, health care and “Hot Spot” project),

« And other loans with the KfW, EBRD and IDA in the total amount of EUR 4.9 million.

On the other hand, external debt declined with the repayment of matured liabilities to non-residents (princi-

pal) in the amount of EUR 22.1 million.

Table 5.3
Structure of external debt, as at 30 June 2013

Debt status External debt Share in Share in public
Creditor GDP external debt debt
EUR million %
IBRD 2399 6,8 18,2 13,6
International Financial Corporation (IFC) 1,5 00 0,1 0,1
Member countries of the Paris club of creditors 102,3 29 7.8 58
International Development Association (IDA) 63,9 1,8 4.8 36
European Investment Bank (EIB)’ 889 2,5 6,7 50
EBRD 20,1 0,6 15 1,1
Council of Europe Development Bank 9,1 03 0,7 0,5
European Community 55 0.2 04 03
Kreditanstalt fiir Wiederaufbau — Germany (KFW)? 14,5 04 1,1 08
Hungarian loan 11,0 03 038 06
Polish loan 94 03 0,7 0,5
French loan- Natixis® 84 0,2 06 0,5
EUROFIMA — Railways of Montenegro debt 243 0,7 1,8 14
Czech EXIM - Railways of Montenegro debt 21,5 0,6 1,6 1,2
Steiermarkische Bank und Sparkassen AG* 17,6 05 13 1,0
Erste Bank 34,5 1,0 2,6 2,0
Credit Suisse Bank 250,0 7,1 19,0 14,2
Exim Bank Hungary 1,7 00 0,1 0,1
Loan from Spain for the construction of landfill 50 0,1 04 03
Loan from Austria 9,2 03 0,7 0,5
EUROBOND 380,0 10,8 28,8 21,6
TOTAL 1.318,2 37,5 100,0 74,9

! EIB loans amounting EUR 47 million in total servicing state enterprises (Monteput, Airports of Montenegro and EPCG)

are not calculated in external debt, but are treated as guarantees.

2 Loans with KfW for the needs of water supplies are used by municipalities, but they are considered a part of external debt.

3 Merchandise loan - EPCG

* Loan for financing the acquirement of fire engines for Ministry of Interior Affairs

Source: Ministry of Finance

The external debt does not include liabilities based on unsettled debt issues to Libya, Kuwait, Czech Republic
and Slovakia. Debt towards these countries” governments was allocated to Montenegro on the basis of non-
allocated debt distribution (5.88% from 38% for Serbia and Montenegro), and pursuant to Agreement on
Succession Issues from Vienna as of 29 June 2001 are being solved by harmonization of positions within the
Committee for the Distribution of Financial Assets and Liabilities of former SFRY.
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Graph 5.3
External debt, 2007 — VI 2013, million EUR
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Table 5.4

> 'The previous analysis of the exter-

nal debt involved the amounts of as-
sets withdrawn per individual credit
lines. It should be noted that there
are granted credit line funds which
have not been withdrawn. The total
amount of available, non-withdrawn
assets amounts to EUR 133.1 million
(Table 5.4).

External debt and the amount of non-withdrawn assets, million EUR

Creditor Debt status Non-withdrawn assets
IBRD 2399 216
International Financial Corporation (IFC) 1,5 0,0
Member countries of the Paris club of creditors 102,3 0,0
International Development Association (IDA) 63,9 06
European Investment Bank (EIB) 889 48,5
European Bank for Reconstruction and Development EBRD) 20,1 13,5
Council of Europe Development Bank 9,1 0,0
European Community 55 0,0
Kreditanstalt fir Wiederaufbau — Germany (KFW) 14,5 48,9
Hungarian loan 11,0 0,0
Polish loan 94 0,0
French loan- Natixis 84 00
EUROFIMA - Railways of Montenegro debt 243 0,0
Czech EXIM - Railways of Montenegro debt 215 0,0
Steiermarkische Bank und Sparkassen AG 17,6 0,0
Erste Bank 34,5 0,0
Credit Suisse Bank 250,0 00
Exim Bank Hungary 1,7 00
Loan from Spain for the construction of landfill 5,0 0,0
Loan from Austria 9,2 0,0
EUROBOND 380,0 0,0
TOTAL 1.318,2 1331

Source: Ministry of Finance



5.3.Issued guarantees

Total guarantees of Montenegro
amounted to EUR 376.4 million or
10.7% of estimated GDP, i.e. 21.4% of
public debt as at end-June 2013. Pub-
lic debt with guarantees amounts to
60.8% of GDP.

Foreign guarantees of Montenegro
amounted to EUR 344.4 million or
9.8% of GDP, i.e. 19.6% of the public
debt at end-Q2 2013. If foreign guar-
antees were to be included into the
amount of external debt, the external
debt of Montenegro would amount to
473 of GDP. It should be noted that
the above amount of foreign guaran-
tees refers to withdrawn credit assets.
Considering the total underwritten
amount, foreign guarantees reached
the amount of EUR 505.8 million.

Atend-Q2 2013, total domestic guar-
antees amounted to EUR 32 million.

Domestic debt with the guarantees
amounted to 13.5% of GDP.

Guarantees represent potential pub-
lic debt, thus, the state should be very
cautious and restrictive regarding is-
suance of new guarantees.

PublicDebt HEENI

Graph 5.4
Public debt of Montenegro, with and without guarantees,
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Graph 5.6
Issued foreign guarantees
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Source: Ministry of Finance

Graph 5.7
Debt repayment in Q2 2013, in EUR million
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1 Total loan repayment comprises principals, interests and guarantees.

5.4. Debt repayment

In Q2 2013, total debt repayment™
amounted to EUR 97.1 million or
2.8% of estimated GDP for 2013.
Debt repayment (principal) is fi-
nanced from foreign and domestic
borrowings, donations, privatization
revenues and use of government’s de-
posits.

5.5. Projection and
sustainability of public
debt

In line with the projected GDP
trends in the following period, a mild
growth of overall public debt is ex-
pected, primarily due to a growing
external debt.



Despite concerning public debt level, as well as growing trend in the last couple of years, it is expected that
public debt will continue to grow, mostly due to the budget financing need as well as debt financing based on
calling of issued guarantees.

It is expected that public debt will continue to grow in the period 2013-1026.Public debt increase in this pe-
riod will be primarily affected by the external debt growth, while domestic debt will decline.

Table 5.5
Projected amount and structure of public debt of Montenegro, 2013-2016

PUBLIC DEBT 2013 2014 2015 2016.
GDP in EUR million 35170 3.735,0 3.982,0 4.265,0
External debt 15123 1.646,8 1.770,3 1.873,1
In % of GDP 43,0 441 445 439
Domestic debt 380,7 348,2 333,1 304,7
In % of GDP 10,8 9,3 84 7,1
PUBLIC DEBT 1.893,0 1.995,0 2.103,4 2.377,8
In GDP 53,8 534 52,8 51,1

Source: Ministry of Finance

In addition, it is certain that in years when Eurobonds will mature (2015 and 2016), a new borrowing shall
be a necessity, since repayment of their total amount from regular revenues will not be possible. In line with
aforementioned and bearing in mind calling of guarantees occurred after the reporting period, it is necessary
to reconsider the revision of projections of the amount and structure of public debt.
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Balance of payments were largely affected by the movements in the real sector and slow recovery at the global
level. The first half of 2013 was characterized by the decline of the current account deficit by 14.2% in com-
parison with the same period of the previous year. International visible change declined due to the decline of
import value by 4.5% which points to low domestic demand. At the same time, the increase of visible trade
export was mostly affected by the energy sector, i.e. electricity export in amount of EUR 65.7 million or four
times more in relation to the same period of 2012. Coverage of import by export amounted to 25.3% or 2.9
percentage points more than in the same period of 2012.

Improvement of current account balance affected the surplus in the international invisible trade which
amounted to EUR 101.7 million, which remained the same in relation to the previous year. Surplus at this
account was largely affected by positive movements in the tourism sector, i.e. growth in number of arrivals
and overnights of foreign tourists, due to the attractiveness of Montenegrin cost and current political and
economic crisis at competitive Mediterranean markets.

Positive trend is recorded at factor income and current transfers accounts which had surplus in amount of
EUR 96.3 million or 19.4% more than in the first half of 2012. Surpluses at these sub-accounts contribute to
mitigation of external trade deficit. Coverage of the external trade deficit by surplus was recorded at other
accounts of the current account amounted to 32% and was 4.8 percentage points higher in relation to the
observed period of 2012.

Capital and financial accounts recorded net inflow in amount of EUR 244.7 million. The largest net inflow
was recorded from FDI - EUR 150.9 million and other investments EUR 56.6 million, while net outflow was
recorded from portfolio investments (EUR 6.8 million) as a consequence of larger investments in interna-
tional debt securities in comparison with 2012.



Table 6.1

Balance of Payments of Montenegro, EUR thousand

JanZE)J1uzne Jar;(—)il;ne iriein
A. CURRENT ACCOUNT -489.593 -420.309 -14,2
GOODS -672.473 -618.293 -8,1
1. Export f.o.b. 193.781 209.077 7.9
2. Import f.o.b. 866.253 827.370 -4,5
SERVICES 102.220 101.681 -0,5
1. Revenues 271.057 285.689 54
2. Expenditures 168.837 184.008 9,0
INCOME 17.784 31.877 79,2
1. Revenues 99.906 104.349 44
2. Expenditures 82.122 72472 -11.8
CURRENT TRANSFERS 62.875 64.425 2,5
1. Transfers to Montenegro 83.193 88.727 6,7
2. Transfers from Montenegro 20.318 24302 19,6
B. CAPITAL AND FINANCIAL ACCOUNTS 244.778 244.662 0,0
1. CAPITAL ACCOUNT -50 73
2. FINANCIAL ACCOUNT 244828 244.589 -0,1
1. Direct investments-net 153.285 150.939 -1.5
1.1. Abroad -31.568 -4.417 -86,0
1.2.To Montenegro 184.852 155.356 -16,0
2. Portfolio investments-net -856 -6.842 699,7
2.1. Assets 2495 -12.040
2.2. Liabilities -3.350 5.198
3. Other investments-net 76.025 56.603 -25,5
3.1. Assets -28.138 -3.496 -87,6
3.2. Liabilities 104.162 60.098 -423
4. Change of CBCG reserves 16.374 43.889 168,0
C. NET ERRORS AND OMISSIONS (-A-B) 244815 175.648

Source: CBCG

6.1. Current account

Current account movements were largely affected by trends at the goods account. The decline of the current
account deficit in comparison with the previous year resulted from the decline of the external trade deficit
and positive balance at other accounts. In comparison with Q1-Q2 2007, the lowest deficit was recorded in
Q1-Q22013. Revenues from services were 36.6% higher than goods export which points to the significance of
the services sector for the Montenegrin economy.
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Table 6.2
Current account, in thousand EUR

Jan-June Jan-June Jan-June Jan-June Jan-June Jan-June Jan-June
2007 2008 2009 2010 2011 2012 2013

A CURRENT ACCOUNT -558.465 -906.175 -537.212 -496.847 -432.877 -489.593 -420.309

(1+2+3+4)

1. GOODS -651.981 -983.171 -616239 -585.286 -598.627 -672473 -618.293
1.1. Export f.0.b. 239.133 236634 134413 155.181 225636 193.781  209.077
1.2. Import f.0.b. 891.114 1.219.805 750.651 740468 824263 866.253 827.370

2. SERVICES 50.752 9.042 31.693 34.158 85367 102220 101.681
2.1.Revenues 168.005 199.091 187981 196.040 224711 271057 285.689
2.2. Expenditures 117253  190.049 156288 161.882 139344 168837 184.008

3.INCOME 16.740 35.585 9.361 2.035 26.078 17.784 31.877
3.1. Revenues 47738 78110 81.902 78.384 93.582 99906 104.349
3.2. Expenditures 30.997 42.526 72.541 76.349 67.503 82.122 72472

4. CURRENT TRANSFERS 26.023 32.369 37.973 52.246 54304 62875 64.425
4.1. Transfers to Montenegro 48.012 51394 54.584 66.598 73212 83.193 88.727

4.2. Transfers from Montenegro 21.989 19.025 16.611 14.352 18908 20318 24302

Source: CBCG

Graph 6.1
Current account structure, in EUR thousand
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6.1.1. Visible trade?

According to preliminary Monstat data, total foreign visible trade of Montenegro amounted to EUR 1,043
million in Q1-Q2 2013. In relation to the same period of 2012, the volume of visible trade declined by 2.5%.

32 Methodology notes: Data on foreign trade and balance of payment of Montenegro are shown according to the special trading
system. The CBCG performs adjustments of data furnished by Monstat for the purposes of compiling the balance of payments
in line with the IMF methodology (Balance of Payments Manual, Fifth edition, IMF, 1993). Data on import and export of
goods are shown on the basis of FOB



922 B

IINEEE Macroeconomic Report of the Central Bank of Montenegro - Q2 2013

Graph 6.2 In observed period, deficit declined
Goods’ account trends by quarters, in EUR thousand due to the increase of export along
with the decline of import.
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Source: CBCG and Monstat

Graph 6.3

Coverage of import by export in period 2005 — June 2013, % Accordlng to prehmlnary Monstat

data for Q1-Q2 2013, export of goods
e -\ increased by 7.3%, resulting from the
' increase of electricity, while, at the
same time, export of aluminium,
iron and steel declined. In the struc-
ture of export, SITC* mineral fuels
and lubricants (sector 3) recorded the
highest share in amount of EUR 70.3
million or EUR 48.9 million more in
relation to the same period of the pre-
vious year. Export of products from
this sector made up 35.9% of total ex-
port and the largest portion referred

\_ ' ‘ ) to the electricity export. Electricity
export amounted to EUR 65.7 mil-

Source: Monstat lion or EUR 48.9 more in relation to
the same period of 2012.

Export of products sorted by material
(sector 6) made up 27.2% of total export or 53.3 million, which is a 42.2% decline in relation to the same
period of 2012. Substantial decline of export in this sector was affected mostly by the decline of export of
aluminium, iron and steel. The value of aluminium export (raw aluminium) in Q1-Q2 2013 amounted to
41 million which represents decline of 45.7% (or 34.5 million). The decline of aluminium is a consequence
of production decline in the Aluminium Plant Podgorica and low prices of aluminium at the international

3 Standard International Trade Classification.



market. Export of iron and steel is lower by 38.3% in comparison with the same period of 2012 amounting
to EUR 7.6 million. Export of sector 2 products — row materials except fuels amounted to EUR 27.6 million,
which represents growth of 6.3%.

Table 6.3
Structure of goods export in the period January-June 2013, in EUR thousand

Ja;(—)J1u2ne Jarzw(-)J1u3ne Change Share

0 Food and live animals 9.355 10.652 13,9% 54%
1  Beverages and tobacco 8.003 9.565 19,5% 4,9%
2  Raw materials, except fuels 25914 27.557 6,3% 14,1%
3  Mineral fuels and lubricants 21430 70.308 228,1% 35,9%
4 Animal and vegetable oils and fats 1.227 703 -42,7% 0,4%
5 Chemical products 6.046 4373 -27,7% 2,2%
6  Products classified by materials 92.284 53.320 -42,2% 27,2%
7  Machines and transport vehicles 12.135 10.984 -9,5% 5,6%
8  Various final products 3.886 3819 -1,7% 2,0%
9 :Z:Eg?eznd transactions, otherwise not 2156 4550 111,0% 23%

TOTAL: 182.435 195.833 7,3% 100,0%

Source: Monstat

According to preliminary Monstat data, import of goods declined 4.5% in relation to the same period of 2012.
According to SITC, Montenegro imports mostly products from the category machines and transport vehicles
(sector 7) in amount of EUR 182.5 million (21.5% of total import), which is almost at the same level as in the
previous year. Road vehicles with the value of 47.5 million made the largest share in import within this sector.

Food and live animals import amounted to EUR 167.9 million or 4.5% more in relation to the same period of
the previous year. In this sector, the highest import was recorded by meat and meat products in amount of
EUR 39.3 million and cereals and cereal products in amount of EUR 25.5 million.

The decline of total import of goods in the observed period affected mostly the decrease of import of mineral
fuels and lubricants, which import declined by EUR 55.7 million or 32.7%. In this sector, the highest decline
was recorded in import of electricity 58.4% (EUR 26.1 million), resulting mostly from the electricity ex-
penditure decline by KAP as the largest electricity consumer in Montenegro. In addition, import of oil and oil
derivatives declined by 18.2% in relation to the same period of 2012.



Table 6.4
Structure of goods import in the period January-June 2013, in EUR thousand

Structure of export in Montenegro in the period Jan-June 2013,
by countries

Serbia
(roatia
Slovenia
Germany
Kosovo

m [taly

= Bosnia and Herzegovina
Albania
Turkey
Libya
(zech Republic
Other countries

39,5%

13,1%

Jar216J1u2ne Jarzw(-)J1u3ne Change Share

0 Food and live animals 160.762 167.989 4,5% 19,8%
1 Beverages and tobacco 26.190 28.736 9,7% 3,4%
2  Raw materials, except fuels 34452 25.096 -27,2% 3,0%
3 Mineral fuels and lubricants 170.126 114.469 -32,7% 13,5%
4 Animal and vegetable oils and fats 6.829 6.648 -2,7% 0,8%
5 Chemical products 80.643 87.212 8,1% 10,3%
6  Products classified by materials 122.966 126.021 2,5% 14,9%
7  Machines and transport vehicles 178443 182.493 2,3% 21,5%
8  Various final products 106.619 105.899 -0,7% 12,5%
9 II::;)::;;Seznd transactions, otherwise not 396 2685 578.0% 03%
TOTAL: 887.426 847.246 -4,5% 100,0%
Graph 6.4 Total visible Trade with EU coun-

tries declined in relation to the same
period of the previous year (4.7%),
while exchange with the CEFTA
countries signatories remained the
same. The volume of exchange with
EFTA declined (42.5%). Observed
by the structure of export by groups
of countries, the majority of goods
was exported to CEFTA (63.2%) or
EUR 123.7 million and EU countries
28.9% or EUR 56.7 million. In the
observed period, the highest export
of goods was to Serbia (EUR 77.3 mil-
lion), Croatia (EUR 25.7 million) and
Slovenia (EUR 22.9 million).

Source: Monstat

lion), Greece (EUR 66.1 million) and Bosnia and Herzegovina (EUR 59.6 million).

6.1.2. Services

Observed by groups of countries, the
highest import was recorded from CEFTA countries in amount of EUR 3672 million (EUR 43.3% of total
import). The value of imported goods from the EU countries was EUR 323.2 million or 38.1% of total import.
Observed by the country, most goods were imported from Serbia (EUR 231.9 million), China (EUR 79.2 mil-

International invisible trade increased by 6.8% in Q1-Q2 2013 in comparison with the same period in 2012,
resulting from growth of revenues and expenditure from services. In the observed period, services account re-



corded surplus of EUR 101.7 million,
which is almost the same as in 2012.
Movements at this account were

Graph 6.5

Structure of revenues from services in the period Jan-June 2013
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Transportation services account recorded surplus in amount of EUR 15.3 million in Q1-Q2 2013 which is
16.8% less than in 2012. Transportation revenues amounted to EUR 71.3 million or 4.6% less in relation to
the same period of 2012. The highest revenues were recorded in maritime sector (EUR 23 million) or 32.3%
of total transportation revenues and air transportation (EUR 22.2 million) or 31.2% of total transportation
revenues. Total transportation expenditure amounted to EUR 55.9 million which is almost the same in com-
parison with the same period of the previous year. Major part referred to expenditure in road transportation
(EUR 27.1 million) and air transportation (EUR 13.2 million).

In the first half of 2013, number of arrivals and overnights of foreign tourists continued to increase. Estimated
revenues from travel and tourism amounted to EUR 119.1 million or 44% more in relation to the same
period of the previous year. Apart from attractive Montenegrin coast, positive trends in tourism sector are



affected by the current political and economic crisis of competitive Mediterranean markets. Due to limitation
by the season, more realistic trends in tourism sector are to be expected after Q3 2013.

Box 1 - Analysis of the travel and tourism sector competitiveness

According to the report on competitiveness of the World Economic Forum 2013, which comprises 140
countries, Montenegro was rated with 4.5 points (out of 7 possible) and took 40th position in the world
by competitiveness in the travel and tourism sector, which represents decline by 4 positions in rela-
tion to 2011 (36th position). Index was determined on the basis of three areas: legislative framework,
business environment and infrastructure and quality of human, cultural and natural resources. Out of
region countries, only Croatia takes higher position (35" position) in relation to Montenegro.

Travel and tourism tendency in Montenegro (7™ position) was rated with the highest rate, bearing in
mind importance of tourism for the Montenegrin economy and relatively high share of tourist services’
export in GDP. Tourist infrastructure (rank 19) was assessed with relatively high rate due to large num-
ber of hotel rooms in relation to the number of citizens, presence of rent-a-car companies and numer-
ous ATMs. Regulatory framework, i.e. rules and regulations which stimulate tourism development were
rated 5.1 (rank 22).

Graph 1
Assessment of competitiveness of Montenegro and other countries
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Source: Report on travel and tourism competitiveness 2013,
World Economic Forum

In relation to the competitive destinations®**, according to total competitiveness index, Montenegro
is positioned better than Bulgaria and Turkey. If we observe rank according to sectors, Montenegro

' Croatia, Bulgaria, Turkey, Cyprus, Italy, Greece, Malta



is ranked better in comparison with selected countries regarding travelling tendency (7), rules and
regulations in the area of travel and tourism (22) and environment sustainability (33). As per price com-
petitiveness, (rank 62), our country is better ranked than all observed countries apart from Bulgaria
(rank 49). On the other hand, road infrastructure had relatively poor rank (92) due to insufficient devel-
opment and trained and qualified staff (rank 51).

Table 1
Travel and tourism sector competitiveness index

2013 2011 2009

Country Rank (outof 140 Rank Rank(outof 139 Rank Rank(outof 133  Rank

countries) (1-7) countries) (1-7) countries) (1-7)
Montenegro 40 4,5 36 4,6 52 43
Croatia 35 4,6 34 4,6 34 4,5
Bulgaria 50 44 48 44 50 43
Turkey 46 44 50 4.4 56 4,2
Greece 32 48 29 48 24 49
Cyprus 29 4.8 24 49 21 49
Italy 26 49 27 49 28 48
Malta 24 49 26 49 29 48

Source: World Economic Forum

Travel and tourism competitiveness indicators of the World Economic Forum show that the Montene-
grin tourism is competitive and that it has a good prospective for the future development. With a view
to increasing competitiveness in the forthcoming period, it is necessary to improve accommodation
facilities, transportation infrastructure, tourist offer diversification, higher qualifications and training
of the labour force and implementation of environment protection principles (by environment protec-
tion and maintenance of natural and cultural potential).

In Q1-Q2 2013, revenues from communication services amounted to 9.5 million. Telecommunications re-
corded the highest revenues. Expenditure in this sector amounted to EUR 6.2 million or 5.5% in relation to
the same period of the previous year, which resulted in surplus in amount of EUR 3.3 million.

Revenues from other business services amounted to 54.6 million EUR or 32.2% more than in 2012, of
which, the largest part of revenues was recorded from intermediation services (trade and other services) -
EUR 32.9 million, followed by various business, professional and technical services (legal and accounting
services, consulting, engineering services and the like) in amount of EUR 20.8 million. Expenditures at this
account amounted to EUR 71.4 million or 45% more in relation to the same period of 2012, resulting in deficit
in amount of EUR 16.8 million.

Inflow of funds from construction works and installations of domestic companies amounted to EUR 18 mil-
lion which is 9.3% growth in comparison with the same period of 2012. Expenditure for hiring non-residents
in the construction sector amounted to EUR 6.1 million, thus recording a decrease of 49,8% relative to the
same period of 2012 (EUR 12.1 million). In the observed period, sub-account recorded surplus of EUR 11.9
million which represents an increase in relation to the same period of 2012 (EUR 4.3 million).



Insurance sector recorded deficit in amount of EUR 3.6 million. Montenegrin residents allocated EUR 5.3
million for international insurance services, while revenues based on this amounted to EUR 1.7 million and
are substantially lower in relation to the same period of the previous year (EUR 4.8 million).

6.1.3. Income

In Q1-Q2 2013, income account recorded surplus in amount of EUR 31.9 million which is more than in the
same period of 2012 when the surplus amounted to EUR 17.8 million. Total income growth was 4.4%, result-
ing from the inflow increase based on compensations to the employees. Total expenditures declined by 11.8%,
due to lower outflow from repayment of interests and paid dividends in comparison with 2012.

Revenues from factor income amounted to EUR 104.3 million. The main share of the income was of em-
ployees’ compensations in the amount of EUR 95.7 million, which represents an increase of 5.2% compared
to 2012. Income from international investments amounted to EUR 8.6 million of which the largest part
referred to unpaid interests in amount of EUR 7.8 million. Expenditures from factor income amounted to
EUR 72.5 million which is less than in the same period of the previous year when they amounted to EUR
82.1 million. Out of total expenses, EUR 67 million referred to income from international investments (in-
vestments in the form of loans, FDI and portfolio investments), while EUR 5.5 million referred to salaries
of non-residents employed in Montenegro. Out of total expenditures from international investments, the
majority referred to interest repayment (EUR 54.7 million) or 5.9% less in comparison with the same period
of 2012. Outflow from paid dividends amounted to EUR 12.3 million or 34.2% less in comparison with the
observed period of 2012.

6.1.4. Current transfers

Stabile growth trend of current transfers™ inflow in Montenegro is evident in the first half of 2013, result-
ing in surplus at this account in amount of EUR 64.4 million or 2.5% more in relation to the same period in
2012. The highest inflow was recorded from remittances, presents and foreign assistance in favour of natural
persons, while transfers’ inflow to the
Graph 6.7 public sector increased.
Current transfers’ account, in EUR thousand
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Current account outflow amounted to EUR 24.3 million or 19.6% more in relation to the previous year. In the
outflow structure, EUR 3.3 million referred to the state sector, while EUR 21 million referred to other sectors.
Cash outflow based on remittances amounted to EUR 12.3 million, while the outflow from inheritance, pre-
sents and assistance amounted to EUR 8.7 million or 5.6% less than in the first half of 2012.

6.2. Capital and financial account

In the first half of 2013, the capital and financial account recorded a net inflow of EUR 244.7 million, which
was a result of a net inflow of FDI and other investments, while a net outflow was recorded in the portfolio

investments sub-account.

According to preliminary data, net
FDI inflow amounted to EUR 150.9
million in Q2 2013 which is 1.5%
less than in the previous year. To-
tal FDI inflow amounted to EUR
195.7 million. In the FDI structure,
the largest inflow was recorded
from the intercompany debt (EUR
98.4 million) which is 66% higher
in relation to 2012. Equity invest-
ments structure recorded inflow
in amount of EUR 94.2 million or
48.1% of total inflow in Q1-Q2 2013.
In the equity investments struc-
ture, the largest portion referred
to the inflow from real estates in-
vestments EUR 87.5 million, while
other investments in companies
amounted to EUR 6.7 million. In-
flow from cash withdrawal which
residents invested abroad amounted
to EUR 3.1 million.

In Q1-Q2 2013, total outflow from
FDI amounted to EUR 44.7 million
or 36.7% less in relation to observed
period of the previous year. The high-
est outflow referred to loans of related
parties (intercompany debt) — EUR
29.7 million. Outflow from residents’
equity investments abroad amounted
to EUR 4.7 million.

Graph 6.8
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In the first half of 2013, total inflow from portfolio investments amounted to EUR 26.6 million, while it
amounted to EUR 12.3 million in the same period of the previous year. Investments in domestic securities
amounted to EUR 9.2 million, while the inflow from withdrawal of funds invested in securities amounted
to EUR 174 million. At the same time, total outflow from portfolio investments was EUR 33.4 million, of
which the largest part referred to investments of residents in securities (EUR 294 million). Outflow from
withdrawal of non-residents’ funds invested in domestic securities amounted to EUR 4 million. Net outflow
in amount of EUR 6.8 million was recorded at the portfolio investment’s account.

Other investment’s account recorded minor net inflow in amount of EUR 56.6 million or 25.5% in compari-
son with the same period of 2012. In Q1-Q2 2013, banks declined foreign deposits by EUR 37.9 million, while
increasing liabilities on disbursed loans by EUR 31.2 million. It is evident that the state sector recorded lower
borrowings in relation to the same period of 2012. Inflow from withdrawal of funds referring to loans from
the private sector amounted to EUR 66.3 million which is 3.9% more than in observed period 2012. Outflow
from principal was also higher amounting to EUR 67.7 million or 4.4% more in relation to the first half of
2012.

At end-June 2013, the CBCG monetary assets in foreign accounts and in the vault decreased by EUR 43.9
million compared to 31 December 2012.
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In Q2 2013, after almost 3 years of stagnations, prices at the real estates market declined, mostly due to the
decline of prices of most expensive apartments in Podgorica in zone Podgorica 1 and Podgorica 2. Accord-
ing to preliminary data, the average real estates’ prices® in Podgorica amounted to EUR 1,069.8 in Q2 2013,
which represents decline of 8.1% in relation to March 2013. Observing the chain index, it could be noticed
that prices’ stagnation started in September 2010 stopped in Q2 2013 (up to March 2013) within which prices’
fluctuation ranged +5%.

Table 7.1
Aggregate statistics of apartments in Podgorica

Period Price, € Chain index Base index
September 2007 1.697,6 100,0 100,0
March 2008 1.738,3 1024 1024
September 2008 1.525,5 878 89,9
March 2009 14021 919 82,6
September 2009 12231 87,2 72,1
March 2010 11283 92,2 66,5
June 2010 1.191,5 105,6 70,2
September 2010 11771 98,8 69,3
December 2010 1.185.2 100,7 69,8
March 2011 1.171,2 98,8 69,0
June 2011 1.163,0 99,3 68,5
September 2011 1.174,0 1009 69,2
December 2011 1.151,2 98,1 67,8
January 2012 1.168,3 101,5 69,0
June 2012 1.179,6 102,5 69,5
September 2012 1.172,3 99,4 69,1
December 2012 11716 99,9 69,0
March 2013 1.1694 99,9 68,88
June 2013 1.069,8 91,48 63,10

Source: CBCG

One of key trends occurred as a consequence of construction of new buildings and new locations’ selection,
represents also the decline of price difference between parts of Podgorica 1, Podgorica 2 and Podgorica 3. In
this respect, after intensive construction and increased demand at these location, locations that used to be

# According to hedonic index from the survey conducted by the CBCG, where prices do not refer to real, realized prices, but basi-
cally representing subjective prices of the real estates owner, that is, prices under which they would not sell their real estates.



considered as periphery (Podgorica 3) recorded slight prices growth and adjustments to other parts of Pod-
gorica. This trend is present in the past four quarters as well as trend of slight growth of prices of apartments
in relation to houses (Table 7.2). Adjustment of prices of the most expensive apartments in Podgorica which
number at Podgorica market is declining represents predominant characteristics of prices of apartments,
which points to substantial deviation standards around mean value of the square meter in Podgorica.

Table 7.2

Aggregate statistics of average values; standard deviation; minimum and maximum prices by housing
category; in EUR

. Box Medium Standard  Minimum  Maximum
Variables . - . .
Observation value deviation price prices
Average Housing Price 411 1069,8 235,35 7142 2000
Average Housing Price - house 163 10273 237,62 7272 2000
Average Housing Price - apartment 247 1098,56 230,12 714,2 2000

Source: CBCG 2013

Individual prices of apartments range from EUR 2.000 at more exclusive locations to 714 in settlements
which are more distant from the town centre such are Vrela ribnicka, Stari aerodrom, Konik, Masline, Tolosi
and Zabjelo.

Variables Box Ops. Medium value jte?/?;?gi Mi;:z:m Mx:::;m
Podgorica 1 112 1144,72 229 790 2000
Podgorica 2 78 10773 296 750 2000
Podgorica 3 222 1029,04 203 714 1700

Thus, the average square meter price in Podgorica 1 zone amounted to EUR 1,144.72 as at 01 June 2013, which
represents substantial adjustment in relation to the first quarter of 2013, when the average price in this zone
amounted to EUR 1,272. In June 2013, real estates’ prices ranged from EUR 790 to EUR 2,000. Similar, the
average price in Podgorica 2 amounted to EUR 10773, representing substantial decline in relation to EUR
1,159 from the previous quarter.

The following Table shows real estates™ prices in selected countries for the QI 2013. As it can be seen, Q1
2013* is characterized by various trends with the highest extremes recorded in Dubai (quarterly growth of
6.98%), i.e. Ireland (quarterly decline of 2.6%). In Q1 2013, Montenegro recorded marginal decline of 0.1% in
relation to the previous quarter, while neighbouring countries such as Croatia recorded decline of 2.4% i.e.
0.95% in case of Bulgaria.

% Estimation for Q2 is not available yet.
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Table 7.3
Nominal real estates’ prices in selected countries (according to the annual growth in Q1 2013)

Annual growth Annual growth

Country rate 2012 Trend assessment rate 2013 Q-0-Q (%)
UAE - Dubai -0,37 7 28,97 6,98
Hong Kong 7,08 1 24,51 514
India - Delhi 33,33 l 20,24 3,59
Turkey 8,72 7 16,04 1,52
Brazil - Sao Paolo 24,66 ! 14,38 2,62
USA (Case-Shiller) -1,23 i 10,17 3,94
South African Republic 0,64 7 9,26 0,09
New Zealand 1,37 7 811 283
China - Beijing -0,35 i 8,07 5,80
Denmark 2,96 i 8,01 4,29
Estonia 1390 l 7.89 3,40
Israel -1,56 7 785 3,00
Indonesia 3,59 7 740 1,21
USA (FHFA) 0,66 T 6,73 195
Taiwan-Taipei 0,87 T 6,18 3,00
Norway 6,30 N 599 2,91
Philippines-Makati-CBD 10,68 ! 5,61 2,08
Ukraine 3,18 T 487 2,27
Poland 734 T 4,65 5,06
Thailand 0,88 7 463 1,50
Iceland 734 ! 457 0,04
Singapore 347 7 3,50 0,57
Sweden -3,49 T 3,05 0,37
Australia 3,39 7 2,60 0,14
Canada 6,05 7 2,60 -0,09
Switzerland 456 ! 2,07 0,75
Finland 1,16 7 1,94 0,72
Japan-Tokyo 1,68 \ 1,20 6,50
Latvia-Riga -1,50 i 0,51 0,00
Slovakia 229 1 0,40 -0,56
UK (all over the country) 0,21 T 0,21 0,08
Lithuania-Vilnius 1,09 l -1,08 0,51
France 1,87 ! -1,38 -0.74
Russia 1,93 l -1,53 -1,08
Bulgaria -4,31 T -1.92 -0,95
Germany 9,84 ! -193 -0,31
Ireland -16,33 7 3,03 258
Romania -3,84 N -4,49 -2,04
Croatia-Zagreb -4,36 l -6,23 240
Portugal -8,60 7 -6,75 -3,73
Spain -722 N -790 -0,78
The Netherlands -415 ! -8,35 2,25
Greece -10,23 ! -11,55 224
Montenegro -1,10 | 0,10 +1,80

1 = increase of houses’ prices by more than 1 percentage point

7' =increase of houses’ prices by less than 1 percentage point

\ = decrease of houses’ prices by more than 1 percentage point

| =decrease of houses’ prices by less than 1 percentage points in comparison with changes of prices in the same
period of the previous year

Source: Global Property Guide, CBCG, 2013



Bearing in mind that in Q2 2013 there was a substantial decline in real estates prices in Podgorica, similar
trend was present also in comparative indicators of calibrated indices in case of Croatia, which also recorded
decline. Thus, in June 2013, real estates’ prices in Zagreb were lower at the annual level by 4.9% in relation to
June 2012.”” Analysis of the prices of real estates in September shall provide more concrete answer whether it
is a seasonal effect or new structural break down in real estates’ prices in Podgorica, which would imply final
adjustment of the offer regarding long-term real estates’ prices decline.
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In Q2 2013, global economy continued to grow at a moderate rate. Economic activity in developing countries
slowed down while the leading developed countries recorded a stronger recovery trend. In H1 2013, global
growth prospects remain to be moderate, despite positive tendencies. Activities in the most capital markets
varied considerably and reflected influences created by the local factors or spillover from international market.

Table 8.1
Overview of global indicators , y-0-y, %

Differences in relation to

Forecast forecasts from January
Indicator 2011 2012 2013, percentage points
2013 2014 2013 2014
GDP growth
WORLD 3.9 3.1 3.1 3.8 -0.2 -0.2
Advanced economy 1.7 1.2 1.2 2.1 -0.1 -0.2
Developing economies 6.2 49 5.0 54 -0.3 -0.3
USA 1.8 2.2 1.7 2.7 -0.2 -0.2
Euro area 15 -0.6 -0.6 09 -0.2 -0.1
Germany 3.1 09 03 1.3 -0.3 -0.1
France 2.0 0.0 -0.2 0.8 -0.1 0.0
Italy 04 -24 -1.8 0.7 -0.3 0.2
Spain 04 -14 -16 0.0 0.0 -0.7
Japan -06 1.9 2.0 1.2 0.5 -03
UK 1.0 03 0.9 1.5 03 0.0
Canada 25 1.7 1.7 22 0.2 -0.2
Advanced economies outside G7 and Euro area 33 1.8 23 33 -0.1 -0.1
Central and Eastern Europe 54 14 2.2 2.8 0.0 0.0
Russia 43 34 2.5 3.3 -09 -0.5
China 9.3 7.8 7.8 7.7 -0.3 -0.6
India 6.3 32 56 6.3 -0.2 -0.1
Latin America and the Caribbean 4.6 30 30 34 -04 -0.5
Middle East and Northern Africa 4.0 4.5 30 37 -0.1 -0.1
Sub-Saharan Africa 54 49 5.1 59 -04 -0.2
Volume of global trade (goods and services) 6.0 2.5 3.1 5.4 -0.5 0.1
Consumer prices
Advanced economies 2.7 2.0 1.5 1.9 -0.1 0.0
Developing economies 7.1 6.1 6.0 55 0.1 -0.1

IMF “World Economy Outlook” (WEO), April 2013



In June, PMI index*, for all industries, declined to 51.4 from 52.9 in May, mainly due to reduced activity in
the services sector. In May and June, inflation recorded a moderate growth.

Although some developed economies showed progress, the growth was limited by budget savings and more
difficult lending conditions. Some developing countries contributed to the global economy growth, but also,
many encountered problems created in the international market that caused a spillover to the local markets
with negative influences, thus slowing down the recovery. These markets recorded a decline of domestic de-
mand, and in some countries there is discouraging financial environment.

Recent developments in international money and capital markets could potentially cause additional negative
effects for the real economy. Also, there is a risk of lower global demand, geopolitical issues and problems in
leading industrial countries, which would have negative eftects on the prices of raw materials, and conse-
quently on financial markets.

8.1. Advanced economies
8.1.1. USA

In Q2 2013, according to the latest BEA* assessment, world’s largest economy recorded a growth of 1.7%,
after a modest growth of 1.1% in Q1 2013. Increase of personal consumption and private fixed investments
both in residential and non residential segments of the economy represent key factors for the increase of GDP.
On the other side, lower public consumption had a negative effect on the increase of GDP, even though there
was a lower decline of consumption in relation to the previous two quarters. Positive effects of the increased
export by 5.4%, on quarterly GDP, were reduced by a significant increase of import by 9.5%.

At end-June 2013, the annual inflation amounted to 1.8% and mostly represents a result of higher prices of
energy products. Looking by quarters, the inflation amounted to 1.4% in Q2, compared to 1.7% in Q1 2013.
The prices of food increased by 1.4%, while in June 2013, the core inflation amounted to 1.6%.

Atend-Q2 2013, unemployment rate amounted to 7.6% and remained the same in relation to end-Ql.
In H2 2013, moderate growth is expected, as a result of positive developments in the labour market and real

estate market, as well as lower fiscal savings. In Q3, industrial output is expected to increase, while the con-
sumer confidence index is extremely high, which indicates a stable private consumption.

8.1.2. Euro area

After six quarters of contraction, economic activity indicators in the euro area pointed to signs of a slight
recovery. On the other hand, situation in the labour market remains to be a reason for concern in many coun-
tries of the euro area. According to the preliminary Eurostat data, the real GDP increased by 0.3% in relation

% PMI - Purchasing managers index

% Bureau of Economic Analysis — is an agency in the United States Department of Commerce that provides important economic
statistics, including the GDP of the USA.



to Q1 2013, while there was a y-o-y contraction of the economy by 0.7%. Positive results were also realised in
EU-27, where for the same period the contraction was lower, amounting to 0.2%.

It should be noted that this is the first positive quarterly GDP, following Q3 2011. Despite the positive upturn
of the economic activity, it is early to talk about more intensive recovery. Primarily, there are pronounced
structural differences in the countries across the euro area, as well as growing divisions within it. Uneven
development of the economies resulted in social stratification between older member countries and countries
that were integrated at a later stage. This way, economies of Italy, Spain, and Greece are still in recession, un-
like Germany, which recorded a steady quarterly growth in Q2 2013. Also, unemployment data across the
euro area points to inconsistencies and differences. In June 2013, unemployment in the euro area amount-
ed to 12.1%, showing a y-o0-y increase. Individually, the lowest unemployment rate was recorded in Austria
(4.6%), while the highest in Spain (26.3%) and Greece (27.6%)*. When it comes to population under 25, these

rates are considerably higher.

There was a decline of export as well
as low domestic demand. However,
the decline of import was more pro-
nounced, so there was a slight posi-
tive net effect on GDP growth. By the
end of the year, gradual increase of
global demand should result in an in-
crease of exports. Relatively lower in-
flation, together with the effects of the
monetary policy should be a mitigat-
ing factor for the increase of domestic
demand in the following period. At
end-June 2013, the annual inflation
rate amounted to 1.6%. Further ad-
justments in the public and private
sector will continue to reflect on the
economic activity, thus slowing down
the rapid recovery of the economy in
this part of the world.

8.1.3. Japan

Graph 8.1
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In H1 2013, Japan’s economy grew at a slower pace in relation to the forecasted rates. In Q2*, according to
preliminary data, the economy of Japan increased by 2.6% (compared to 4.1% in Q1), which represents a sig-
nificant difference compared to the growth rate of 3.6%, which was forecasted for this period.

The economy benefited from changes of the exchange rates and relatively weak yen. In Q2, industrial output
increased by 1.4%, but in June 2013 it recorded a monthly decline of 3.3%. During this month, indicators of

‘0 May, 2013.

" Annual rate



business and consumer confidence showed signs of a downward trend. Although PMI index was on an up-
ward trend for five consecutive months, a drop from 54.2 to 52.3 in June indicates a slowdown.

In June 2013, there was a positive annual inflation in Japan which amounted to 0.2%. This was caused by the
increased prices of energy products, despite the fact that the inflation in Japan has maintained an upward
trend for some time as a result of expansive monetary policy. The Bank of Japan announced that it will make
an effort to reach its target inflation of 2% within the following two years. In order to reach this goal, the Bank
of Japan will use the announced policy of entering a new phase of monetary easing in quantitative and quali-
tative sense. The Bank of Japan plans to double the monetary base and the quantity of government’s bonds in
its portfolio, as well as other securities by the end of 2014.

Unemployment rate declined by 0.2 percentage points in relation to March 2012 and amounted to 3.9%.

The recent depreciation of Yen is the reason why the Japanese monetary authorities find themselves under
severe criticism, especially by their trade partners, who accuse them of intentionally depreciating yen in or-
der to make the economy externally more competitive, thus worsening the trade balances of the Japan’s trade
partners.

8.2. Emerging/developing economies

In this quarter, developing countries had a large share in the growth of global economy, but with a slower
growth due to developments in international markets. Moderate growth is expected by the end-2013 and
during 2014. IMF revised growth rates for all BRICS countries. Due to lower prices of energy and raw materi-
als, the prospects of exporting countries (including some of the BRICS countries) were also revised, while the
economies of the Middle East and North Africa countries will be affected by political instability.

Table 8.2

Selected economic indicators of BRICS countries

Country GDP growth Inflation, % ([))fegg; Public debt, GDP % CurreGn";;cozount,
7 12 13 11 12 13 11 12 13 ' 12 13 11 12 13
Brazil 27 09 25 65 58 55 25 -28 -12 649 685 672 -21 -23 -24
China 93 78 78 41 25 31 13 22 21 255 228 213 28 26 26
India 63 32 56 65 112 106 -84 -83 -83 664 668 664 -34 -51 -49
Russia 43 34 25 6.1 66 64 15 04 -03 117 109 104 52 40 25
i?:ctg 35 25 20 61 56 56 40 -48 -48 396 423 427 -34 -63 -64

Source: IMF, CBCG calculations

China

Chinese economy shows signs of deceleration of economic activity, and in Q2 2013 its growth decelerated to
the level of 7.5%, after reaching 7.7% in Q1. External factors represent the main reason of concern for decel-
eration of the Chinese economy, which is export oriented. In addition to this, Chinese currency appreciated,



so there was a decline of export in June 2013, with the import also recording a decline. There is an evident
decline of industrial output, as evidenced by the weakening of PMI index, from 50.9 at end-March to 50.1 at
end-June 2013.

The achieved growth in Q2 was caused by strong investments and consumption. Also, real estate market is
becoming “stronger”, i.e. property prices are rising across China.

Atend-June 2013, the annual inflation amounted to 2.7%, which is below target inflation of 3.5%. Unemploy-
ment rate remained at the level of 4.1%.

In Q2 2013, Yuan appreciated, and at end-Q2 the value of Yuan increased by 1.2% in relation to US dollar, and
amounted to 6.1376 per dollar. It is expected that this trend will also continue into the Q3.

In May, “SSE composite” index of the Shanghai Stock Exchange grew, while in June it recorded a substantial
decline of over 300 points, i.e. 16.4%, after unexpected information about the decline of production and un-
certainties concerning lending activities.

Russia

In Q2 2013, Russian economy increased by 1.2% in relation to the comparative period of the previous year,
which is substantially lower than the IMF assessment for this year.

In June, inflation amounted to 3.5%, relative to end-2012, while the core inflation amounted to 2.4%. Unem-
ployment rate dropped, amounting to 5.4%.

In Q2-2013, Russian Ruble, which is influenced by the prices of Brent, depreciated by 5.6% in relation to
US dollar. At end-Q2, the Russian currency amounted to 32.8 ruble per dollar. During the same period, the
Moscow stock exchange index MICEX declined by 8% and ended the quarter with the value of 1331.2 points.

8.3. Neighbouring countries

In Q2 2013, according to the latest official data, there was a slowdown of economic activity of the economies
in the region. Non-competitiveness of the economy, structural obstacles and high unemployment rates con-
tinue to affect the public finances, as well as the overall economic activity in the region. Low earnings, which
were realistically lower in Q2 2013 relative to Q2 2012, had a negative impact on the consumption, i.e. aggre-
gate demand, thus slowing down the potential recovery. The banking sectors, which are quite burdened with
NPLs, also affected the recovery of the Southeast Europe economies.



Table 8.3
Selected economic indicators of former Yugoslav countries

GDP growth Inflation, % Deficit, % GDP  Public debt, GDP % Curreont account,
Country % GDP
Mo12 13 11 12 13 11 12 13 11 12 13 11 12 13
Bosniaand 5 o 05 97 50 18 26 28 -16 404 443 421 95 97 -87
Herzegovina
Croatia 00 20 02 21 47 27 52 41 -40 472 563 595 -10 01 00
Kosovo 50 21 29 36 37 15 19 27 39 — —  — 204 203 -200

Macedonia 29 03 20 28 47 22 -25 -38 -36 282 333 343 -30 -39 47
Montenegro 32 05 12 28 51 21 -59 -49 -36 459 511 529 -177 -177 -168

Serbia 16 -18 20 70 122 55 -42 -70 -55 500 637 647 -92 -109 -87
Slovenia 06 -23 -20 21 25 15 56 -32 -69 469 526 688 00 23 27
EXYU 24 30 10 36 60 30 -44 -45 -47 457 543 587 -54 -53 -46

Source: IMF (for Montenegro only for 2013)

Serbia

In Q2 2013, real GDP in Serbia indicates that the Serbian economy recorded a weaker growth in relation to
Q1 2013. Real GDP growth amounted to 0.7% while it was significantly stronger in Q1, amounting to 2.1%.
On the other hand, industrial output recorded a y-o-y increase of 3.7% in Q2 2013, and 4.8% in relation to the
2012 average. In addition to this, there was a y-o-y increase of goods and services by 17.0%, and compared to
Q1 the increase amounted to 19.6%. The growth of import amounted to 2.9%. In Q2, imports/exports cover-
age amounted to 79.7%, which is a significant increase in relation to Q1, when this ratio amounted to 64.1%.
The current account deficit amounted to 3.3% of GDP.

In June 2013, the annual inflation rate amounted to 9.8%, while in relation to December 2012 it was 3.0%.

In Q2, budget deficit declined and amounted to 5.2% of GDP. Public debt was also reduced in comparison to
end-QI, and amounted to 60.6% of GDP.

In June Q1, average net salaries amounted to RSD 44,394 and, in relation to the same period of 2012 it was
nominally higher by 4.6%, but realistically lower by 4.7%. According to the Labour force survey, unemploy-
ment rate in June 2013 amounted to 24.1%.

Croatia

Croatian industrial output has been on a downward trend for a longer period of time. This tendency continued
in H1 2013, with the exception of a monthly growth that was realised in June. However, despite this monthly
increase in June, the annual growth rates were negative for all of the three observed months of Q2. The decline
of industrial output was most prominent in the manufacturing of capital and consumer goods.

Import/export coverage amounted to 53.7% for the first half of the year. In 2013, the export was relatively
constant, and in May it reached the highest value for 2013. On the other hand, import had an upward trend.



At end of June, the annual inflation rate amounted to 2%, while the monthly inflation declined by 0.2%. At
the end-June 2013, the unemployment rate amounted to 18.6% and was lower in relation to the end of March,
when it amounted to 21.6%, while the highest growth was recorded in activities closely related to tourism.
In May, net salary amounted to HRK 5,581, which is nominally higher by 0.9% in relation to May 2012, but
represents a realistic decline of 0.6%.

Budget revenues declined by 1.7% in relation to Q2 2012, while the expenditures increased by 10.8%. The in-
formation for the first half of the year also indicates a decline of revenues and increase of budget expenditures.

Tourism shows more positive data, indicating a better season. In H1, there was a y-o-y increase of arrivals by
5.5% and overnight stays by 4.8%. Overnights by foreign tourists (88.2% of total overnight stays) rose by 6%.

Macedonia

There is no available data regarding the increase of quarterly GDP in Macedonia. Construction sector, which
recorded the biggest progress in Q1, recorded the annual growth of 27.7%. During the second quarter, indus-
trial output was positive for most activities. In Q2, except for May, industrial output recorded an annual de-
cline, but for the first six months of 2013, there was a growth of 1.8% in relation 2012. These developments in
industrial production caused a slight increase of employment in the industry sector. However, unemployment
of 29.9%" remains to be high, despite a downward trend.

In Q2, the export increased as well as import, whose sudden and unexpected growth is attributed to better
performance of most categories. In the period January-June 2013, import/export ratio amounted to 62.8%.

The annual inflation amounted to 4.2% at the end of June. Low monthly inflation during the second quarter
comes as a result of lower prices of energy products, thus making the monthly CPI in May negative.

8.4. Central banks’ interest rates

In Q2 2013, central banks of leading economies continued with the policy of extremely low interest rates.
Most banks decided to continue with their programmes of quantitative easing, as a response to the state of the
economies, thus introducing other programmes of assistance to the macroeconomic and financial stability.

In Q2 2013, the FED retained its reference rate between 0% and 0.25%, which was also confirmed at the
meeting held on 31 July 2013. The FED confirmed that it shall conduct this policy as long as unemployment is
above 6.5% and inflation does not exceed 2.5%, in mid-term. It was earlier announced that FOMC* will con-
tinue to make monthly purchases of MBS*, valued at USD 40 billion, and long-term securities valued at USD
45 billion, but that it will slow down the pace if the economy shows desired results. The purchase of securities
is expected to be completed by the mid-2014.

*2 First quarter of 2013,
3 FOMC- Federal Open Market Committy
“ MBS - Mortgage-backed Securities



At the beginning of May 2013, the ECB lowered its reference interest rate to the record low of 0.5 % and “mar-
ginal lending facility” by 50 percentage points to 1%. Depositing interest rates remained the same. Consider-
ing the weakness of the peripheral economies and low inflation, it is expected that this monetary policy will
continue to stimulate the economy and fulfil the objectives.

The Bank of England kept its reference rate at 0.5%, which is in force since March 2009.

At the latest meeting, held on 11 July 2013, the Bank of Japan decided to keep the goal of their monetary
policy regarding the monetary base. To that end, the Bank of Japan will aim to double the monetary base and
portfolio of government bonds and “exchange-traded” funds. Thus, the residual maturity of the portfolio of
government bonds will be increased more than twice. It bears mentioning that the aforesaid measures, to-
gether with the announced fiscal and other measures of the government of Japan, are aimed at “breaking” the
long-term spiral of low inflation (deflation) — low economic growth.

Table 8.4
Reference interest rates of leading central banks

Central bank Interest rates Level, % Date of last change
ECB Rate on main refinancing operations 0.5 08.05.2013.
FED Target rate on federal funds 0-0.25 16.12.2008.
Swiss National Bank Target three-month LIBOR on CHF 0-0.25 03.08.2011.
Bank of England ,Bank rate” 0.5 05.03.2009.
Bank of Japan E’gﬁti;tteb‘;':rgsvr;;os"atera'ized 0-0.1 05.10.2010.

Source: Central banks

8.5. Exchange rates

In Q2 2013, euro remained unchanged and did not fluctuate significantly in relation to most major curren-
cies. The exception was the Japanese Yen, which was influenced by the monetary policy of the Bank of Ja-
pan. At the end-Q2, this influence was materialised in the form of positive inflation rate. The exchange rates
were affected by the expectations, i.e. announcements regarding quantitative easing in the leading developed
countries. To wit, the ECB and the Bank of England announced that they will help their economies, despite
the limitations that were announced by the FED.

On the other hand, the markets are extremely sensitive and heavily dependent on the decisions of the central
banks, indicating problems in the economies, which in turn affect the exchange rates.

At end-June 2013, the euro/US dollar exchange rate amounted to 1.301 U.S. dollar per euro. In the period
April-June, the US dollar depreciated in relation to the euro by 1.3%. During Q2, the average exchange rate
amounted to 1.306 dollars per euro. Euro reached its maximum value of 1.3402 dollars in the mid-June, and
the minimum value of 1.282 dollars per euro at the beginning of May 2013.



In relation to euro, GBP depreciated
by 14% and amounted to 0.8552
pounds per euro at end-June. The
average exchange rate amounted to
0.850 pounds per euro. The British
currency was the strongest at the end
of April, while at the mid-June it re-
corded its weakest value.

In Q2, the JPY depreciated in relation
to the euro, and amounted to 128.97
yen per euro at end Q2, which repre-
sents a quarterly decline of 7.7%. At
the beginning of April, the decision
of the Bank of Japan to take radical
measures towards curbing deflation
resulted in the highest daily decline
of the Japanese currency in relation
to euro, amounting to 4.2%. Yen
reached its lowest value at mid-May.
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At end-June, the exchange rate of franc amounted to CHF 1.2292 per euro, which is 1.1% lower in relation to
end-QI. The average foreign exchange rate amounted to 1.231 francs per euro, and the lowest value of franc

was recorded at mid-May (1.261).
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The most important events in the second quarter of 2013
April

The Government of Montenegro adopted the Agro-budget for 2013, amounting to EUR 20.3 million, which is
about one percent below the last year.

At the meeting with the Government representatives, the officials of the World Bank and IMF supported the
announced increase of the VAT tax rate.

The Government adopted the Proposal of the Law on Immovable Property Tax, which enactment would en-
able faster and more efficient establishment and collection of taxes, thus generating bigger revenues.

Privately owned company “Capital Invest” sold about 2.5% of the shares of Prva banka CG in the Montenegro
stock exchange for about EUR 1,067 million.

Representatives of the Government and trade union organisations in Montenegro signed an Agreement on
settlement of receivables arising from underpaid food and recourse allowance for 2010, thereby creating con-
ditions for payment of due funds.

Representatives of the Government, Food and Agriculture Organisation of the United Nations (UNFAO) and
17 farmer associations in Montenegro, signed an Agreement to acquire agricultural machinery, in order to
transfer the ownership rights to farmers.

In the new competitiveness report of the World Economic Forum in the area of information and com-
munication technologies, Montenegro dropped by two positions, and was ranked 48" out of 144 countries
involved.

The Parliament adopted new conclusions for resolving the situation in the Aluminium Plant Podgorica (KAP).

As of July 2012, when the Government started collection of duties on SIM cards, electricity meters, connec-
tion to cable TV and tobacco products, some EUR 8 million was collected.

May

The Government adopted a decision to increase the VAT rate from 17% to 19%, while the rate bellow 7% and
zero rate will remain unchanged.



The Government adopted the Action plan for implementation of the Strategy for the Promotion of Competi-
tiveness at the Micro-Level 2011-2015.

Memorandum of understanding for cooperation and support to the implementation of the Trans-Adriatic
Pipeline and lonian-Adriatic Pipeline was signed in Tirana.

Inits latest report, the rating agency Moody’s did not change Montenegro's Ba3 credit rating, which has been
on this level for two years.

The Parliament adopted the proposed amendments to the financial plans of the six regulatory agencies
for 2013, in the part concerning the reduction of costs of salaries, while the annual savings in this respect
amounts to EUR 660 thousand.

June

The Parliament adopted amendments to the Law on Value Added Tax, which include increasing the rate from
17% to 19%. The VAT rate of 19% started to be calculated from July 2013.

The Government passed the Guidelines for macroeconomic and fiscal policy until 2016, which envisage an
average growth rate of 3.6%.

Montenegrin economy, according to the World Bank estimates, will increase by 1.8% during the following
year, compared to the previous forecast of 1.5%.

The Government of Montenegro adopted Proposal for budget revision for 2013, which envisages settlement
of KAP’s debt to EPCG in the amount of EUR 61 million, as well as additional government borrowing of EUR
102 million, based on called guarantees.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

o 2012 2013 (chain indeks)
Description
XXl | Il 11} v \% vioovik vl IX X Xl Xl
Industrial production (index) 1153 83.0 1020 1246 1106 793 873
Consumer prices (index) 99.7 99.9 100.1 1004 1003 100.2 994

Industrial producer prices (index) 99.6 99.9 1002 999 999 999 100.0

Source: Monstat

Table 2 — Industrial output

L 22012 LEVEL INDEX

DESCRIPTION C°";r(')k1"2‘t'°" June-13  June-13  June-13  Jan-June 2013

@ 2012 May-13 June-12  Jan-June 2012

INDUSTRY TOTAL 100.0 946 873 119.0 1104
MINING AND QUARRYING 52 103.7 632.3 224.9 109.7
Mining of coal 40 54.2 2168.0 115.6 95.7
Mining of metal ores 0.1 - - - -
Other mining and quarrying 1.1 62.9 96.8 145.3 1159
MANUFACTURING 596 88.1 884 889 744
Manufacture of food products 7.1 125.7 1212 1173 98.6
Manufacture of beverages 35 103.9 102.6 77.0 89.2
Manufacture of tobacco products 1.1 125.6 57.1 - 2798.8
Manufacture of wearing apparel 0.1 77.1 100.0 84.3 56.8
g/loarEufacture of wood and of products of wood and 15 1104 1044 9.7 813
Manufacture of paper and paper products 0.5 125.0 96.2 1574 163.3
Printing and reproduction of recorded media 04 95.1 948 89.3 96.5
Manufacture of chemical and chemical products 0.2 1296 106.7 123.7 136.8
Manufacture of rubber and plastic products 0.1 1794 155.2 2143 169.0
Manufacture of other non-metallic mineral products 6.1 174.3 82.8 169.9 119.9
Manufacture of basic metals 212 63.1 96.8 68.1 526
Manufacture of machinery and equipment n.e.c. 56 81.8 96.9 787 844
Manufacture of furniture 0.1 7319 88.0 9324 4471
Repair and installation of machinery and equipment 0.5 1281 2110 82.6 1329
ELECTRICITY, GAS, AND STEAM SUPPLY 352 104.3 76.5 203.7 184.1

Source: Monstat
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Table 3 — Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply
Index Monthly  Index Monthly  Index Monthly  Index Monthly
periodon 2010=100 growth periodon 2010=100 growth periodon 2010=100 growth periodon 2010=100 growth
period rate period rate period rate period rate

2006 101.0 1029 100.1 103.1

2007 100.1 101.5 1093 72.6

2008 98.0 177 88.7 1319

2009 67.8 34.5 614 976

2010 175 158.7 97.0 151.1

2011 89.7 106.3 106.8 673

2012 929 79.0 89.9 1014
Jan 103.5 135 81.7 1335 66.0 -29.7 151.0 59.5
Feb 923 -109 65.0 -204 74.7 133 116.5 -22.9
Mar 108.3 174 71.6 103 93.6 252 130.5 120
Apr 103.7 -4.2 90.4 26.2 101.5 85 108.0 -17.2
May 93.2 -10.2 60.8 -32.8 94.8 -6.6 95.2 -11.9
Jun 101.4 89 94.1 54.8 1134 19.6 88.0 -7.6

2010 Jul 87.0 -143 94.4 03 103.6 -8.6 66.0 -24.9
Aug 74.6 -14.2 1213 285 939 94 459 -30.6
Sep 95.5 279 139.5 15.0 120.0 27.8 60.8 325
Oct 100.7 54 219.2 57.1 1136 53 709 16.8
Nov 107.3 6.6 824 624 1118 -16 105.1 481
Dec 132.8 237 79.7 -33 1138 1.8 1619 54.0
Jan 105.5 -20.5 90.1 13.0 822 -27.7 1353 -16.4
Feb 99.9 -53 80.1 -1 95.7 16.4 107.3 -20.7
Mar 97.2 -2.7 87.7 9.5 103.3 7.9 91.1 -15.1
Apr 82.5 -15.1 89.2 17 94.6 -84 67.3 -26.1
May 70.5 -14.5 503 -43.6 103.5 94 334 -504
Jun 824 16.9 81.7 624 117.0 13.0 409 225

2011 Jul 87.1 57 99.6 219 1137 -2.8 538 315
Aug 88.0 1.0 1187 19.2 1201 56 4538 -14.9
Sep 935 6.3 226.6 90.9 1155 -38 511 116
Oct 96.5 32 134.8 -40.5 1145 -09 703 376
Nov 90.2 -6.5 1376 2.1 116.7 19 52.6 =252
Dec 835 -74 795 -42.2 104.3 -10.6 59.0 122
Jan 79.7 -4.6 89.5 126 86.3 -173 70.6 19.7
Feb 85.2 6.9 86.9 -29 916 59 774 9.6
Mar 933 9.5 836 -3.8 1152 256 68.1 -11.9
Apr 99.7 6.8 44.0 -47.4 1259 93 75.0 10.1
May 739 -259 14.7 -66.6 108.2 -14.1 39.8 -46.9

2012 Jun 66.3 -103 388 163.9 953 -12.0 349 -12.3
Jul 85.6 29.1 88.1 127.2 97.7 26 70.8 102.7
Aug 83.2 -2.8 91.1 34 104.6 7.0 56.6 -20.2
Sep 787 -54 189.0 107.5 924 -11.7 49.0 -133
Oct 73.0 -7.8 171 -380 68.0 -26.9 73.6 50.1
Nov 84.8 16.3 95.6 -184 839 232 125.6 14.9
Dec 97.7 153 71.0 -257 83.2 -09 1183 40.0
Jan 81.0 -17.0 84.8 19.5 54.8 -34.1 1120 -53
Feb 82.6 20 759 -10.6 61.5 121 108.9 -2.8

2013 Mar 103.0 246 81.7 7.8 755 228 1385 27.1
Apr 1139 10.6 486 -40.5 90.3 19.5 150.1 84
May 90.4 -20.7 138 -716 95.8 6.0 93.0 -380
Jun 79.0 -12.7 873 532.3 84.6 -11.6 71.1 -235

Source: Monstat
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2013. | Il 1] \% Vv Vi vk i IX X Xl Xl
Chain index 830 1020 1246 1106 793 873
22012=100 97.1 990 1234 1365 1083 946
Month-on-month 101.7 970 1104 1142 1224 1190
Year-on-year 99.2 1033 1063 109.1 1104
Table 5 — Consumer prices
2013. | I i \Y, Vv Vi vil vl IX X Xl Xl
Chain index 999 100.1 1004 1003 1002 994
22012 =100 101.5 1016 1020 1024 1026 1020
Month-on-month 104.2 1033 1033 103.2 103.0 1022
Year-on-year 104.1 103.7 103.6 1035 1034 1032
Decembar 2012 = 100 99.9
Table 6 - Producers’ prices of manufactured products
2013. | Il 1] 1% Vv Vi vil v IX X Xl Xl
Chain index 999 1002 999 999 999 100.0
22012=100 1019 102.1 1020 1019 101.8 101.7
Month-on-month 1046 1039 1042 1040 1041 1023
Year-on-year 1043 1042 1042 1042 103.8
Decembar 2012 = 100 999 100.1 1000 999 998 997

Source: Monstat
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Table 7 — Prices

Consumer prices PI’OduCEI"Sp[:I:(C;:ISc;)sf Lt Ex‘;grdtu'::(:g:‘;:’s::tes =i Import industrial product prices
Total Total Total Total
Annual growth Monthly growth Annual growth Monthly growth Annual growth Monthly growth Annual growth Monthly growth
rate rate rate rate rate rate rate rate

Jan 08 -0.3 -64 -24 12.7 38 3.1 15
Feb 02 0.1 -6.2 -0.8 14.3 -24 39 04
Mar 0.7 04 -4.6 -0.5 24.2 4.7 56 16
Apr 04 0.1 -34 1.5 343 6.5 6.6 1.1
May 0.3 -0.1 1.1 3.8 30.1 -2.8 6.1 -0.1
Jun 0.2 -04 22 -0.7 356 -2.8 6.2 -0.3
2010 Jul 1.0 0.2 29 -0.9 20.6 -1.3 9.0 20
Aug -0.1 0.1 2.5 0.3 132 20 106 15
Sep 0.3 0.1 16 0.2 22.1 32 8.0 -0.9
Oct 0.6 0.2 0.7 -0.3 156 -2.7 8.6 0.4
Nov 0.8 0.2 03 0.0 213 54 7.3 0.3
Dec 0.7 0.1 04 0.3 17.2 3.1 94 1.6
Jan 1.1 0.3 2.8 16 132 1.5 8.1 1.8
Feb 20 1.0 45 0.8 16.3 0.4 8.7 0.8
Mar 37 20 56 04 1.9 0.0 8.1 0.9
Apr 3.7 0.0 4.7 0.0 55 -0.1 8.1 0.7
May 3.6 -0.1 1.9 -0.2 9.0 09 7.6 -0.6
Jun 35 -0.5 2.2 -0.3 1.7 -0.2 7.5 -0.3
2011 Jul 3.0 -0.3 3.6 0.7 1.7 -1.0 56 -0.2
Aug 3.6 0.7 3.2 0.0 94 -0.3 56 1.3
Sep 34 -0.1 3.2 0.1 5.6 -0.7 5.7 -0.8
Oct 33 0.2 2.8 -04 6.7 -15 54 0.0
Nov 30 -0.2 2.8 -0.1 -0.5 =23 54 0.2
Dec 2.8 -0.2 1.0 -16 -6.3 -3.0 43 0.4
Jan 4.1 0.7 -0.6 1.0 -8.6 -1.1 3.1 0.8
Feb 4.2 1.0 -0.8 04 -6.0 33 2.5 -0.1
Mar 2.7 0.4 -15 -0.3 -5.8 0.2 1.8 -0.1
Apr 3.1 0.5 -0.2 0.1 -5.6 0.1 14 03
May 35 04 -0.3 -0.2 -7.8 -15 1.0 -0.8
2012 Jun 3.9 0.2 1.8 18 -74 0.3 0.5 -0.8
Jul 44 0.2 09 0.0 -7.2 -0.8 0.8 0.1
Aug 4.0 04 5.1 4.2 -7.1 -0.2 2.3 26
Sep 44 04 35 -15 -8.7 -24 33 04
Oct 52 1.1 43 04 -2.3 54 2.5 -0.8
Nov 52 -0.1 45 0.1 -14 -0.3 1.7 -05
Dec 5.1 -0.3 5.7 -04 -0.5 -2.1 0.5 -0.7
Jan 4.2 -0.1 4.6 -0.1 3.7 3.1 -0.3 0.3
Feb 33 0.1 39 0.2 -0.5 -1.0 0.0 0.2
Mar 33 04 4.2 -0.1 1.9 2.8 0.0 -0.3
2013 Apr 32 03 4.0 -0.1 -1.9 -3.6 -1.0 -0.7
May 30 0.2 4.1 -0.1 -2.0 -1.7 -0.6 -0.3
Jun 22 -0.6 23 0.0 -33 -1.0 -0.1 -0.2

Source: Monstat
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2012 2013 Index
VI VI VI VI S Struure
Total 155,039 318,159 161,854 337,292 106.0 100.0
Arrivals Domestic 16,161 48,689 17,195 46,001 94.5 136
Foreign 138,878 269,470 144,659 291,291 108.1 86.4
Total 965,377 1,678,229 1,008,774 1,748,895 104.2 100.0
Overnights Domestic 76,848 213,065 94,582 218,888 102.7 12.5
Foreign 888,529 1,465,164 914,192 1,530,007 1044 87.5
Source: Monstat
Table 9 — Number of employed and unemployed people
I Il 1] \% \ Vi Vil Vil IX X Xl Xl

Employed*
2004 *** 142,081 142,834 142361 143,224 143,845 146,696 145,160 142,634 143,447 143,113 143,992 142,438
2005 *** 142,145 142,072 141,298 140,959 142,248 145852 148528 146,744 145,739 145923 145528 145,261
2006 *** 144,978 145,753 146,554 147,517 149321 151,678 154,723 154,289 154,236 154,652 155,156 150,746
2007 *** 151,535 152,114 153,140 154,074 156,817 158,190 160,045 158392 158,164 157,458 157,739 159,223
2008 160,450 161,105 162,737 162,307 165955 170,146 168916 168488 167,722 168583 169,079 169,160
2009 169,305 169,670 170,607 172,549 174,218 178839 178,622 179,016 176,936 175468 174,736 169,859
2010 172,301 171,557 171,263 158211 158,716 159,221 160,224 158535 157,570 157918 157,712 157,679
2011 **** 157,849 158,010 158842 159,669 162,905 168,195 170,618 167,955 164,386 163,396 162,712 162,450
2012 160,880 162,035 162,569 163,744 165,776 162,567 173,124 173,024 169,877 168,701 168,589 167,484

2013 167,370 167,379 167,738 170302 174,369 179,861

Unemployed**

2004 69,573 71419 72378 72202 68993 64572 60993 60,771 60447 59930 59387 58950
2005 59,115 58,774 58075 57557 56,772 55199 53,683 52494 51843 51,266 49886 48825
2006 48,639 48656 49388 48651 45640 42560 40220 39093 38919 38747 38892 38876
2007 39,104 39155 38714 37571 35356 33393 32205 31271 31,156 31569 31,787 31,469
2008 31,323 31469 31684 30,270 30021 29088 286060 27954 28276 28666 28645 28,366
2009 28921 29305 29170 28616 27,785 27113 27,048 26844 27313 28731 29607 30,169
2010 31,055 32375 33117 33188 32377 31324 31,118 30595 31,016 31,900 32,199 32,106
2011 32,829 33062 32,748 32203 30920 29816 29,128 29078 29404 30,108 30576 30,552
2012 31,339 31495 31562 31320 30,126 29411 28686 28549 28272 29540 30,718 31,168

2013 31,890 32648 32986 32624 31363 30,337

*Source: Monstat
** Source: Employment Agency
*** Methodology: Data from the Central Registry of obligors and policy holders based on type of pension insurance
***% Since April 2010, data have been obtained from the Central Register of Tax Administration (CRTA).
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Annex C

Table 11 — Auctions of 182-day and 91-day T-bills, EUR thousand

Auctions Issue date Issued Sold Demand We:g:: ed
LIV Auction of 182-day 26.02.2013 43,500 43,500 53,779 3.81%
XXXII Auction of 91-day 06.03.2013 8,000 8,000 13,600 3.23%
LV Auction of 182-day 27.03.2013 6,000 6,000 8,550 3.29%
LVI Auction of 182-day 03.04.2013 5,000 5,000 5,800 3.40%
LVII Auction of 182-day 18.04.2013 7,000 5,820 5,820 3.32%
LVIII Auction of 182-day 24.04.2013 6,000 6,000 6,480 3.65%
XXXIII Auction of 91-day 15.05.2013 3,000 2,400 2,400 3.55%
XXXIV Auction of 91-day 05.06.2013 9,000 8,500 8,500 3.34%
LX Auction of 182-day 11.06.2013 7,000 5,790 5,790 3.78%
LXI Auction of 182-day 26.06.2013 17,000 16,300 16,600 3.58%

January - June

2013 111,500 107,310 127,319

Total




Annex D
Table 12 - Consolidated Public Consumption* in Montenegro realized in the period 01.01-30.06.2013
1-V12013 I-VI 2012 % .
DESCRIPTION realization in sl realization in Vi 291 3.in
EUR million GDP EURmillon  'eationto
1-VI 2012

CURRENT REVENUES 570.06 16.21 541.39 105.30
Taxes 35857 10.20 336.40 106.59
Personal income tax 47.53 1.35 46.08 103.15
Tax on profits of legal persons 28.14 0.80 25.73 109.37
Property taxes 6.53 0.19 7.66 85.25
Value added tax 182.90 5.20 162.81 112.34
Excise Tax 65.97 1.88 59.57 110.74
Tax on international trade and transactions 10.35 0.29 16.39 63.15
Local Taxes 14.85 042 16.15 91.95
Other revenues of the Republic 2.30 0.07 2.01 11443
Contributions 156.72 446 149.20 105.04
Pension and disability insurance contribution 93.73 267 8841 106.02
Health insurance contributions 54.05 1.54 52.21 103.52
Unemployment insurance contributions 4.32 0.12 4.16 103.85
Other contributions 4.62 0.13 442 104.52
Duties 13.68 0.39 897 152.51
Fees 2163 062 2834 76.32
Other revenues 17.88 0.51 16.58 107.84
Receipts from the repayment of loans 1.58 0.04 1.90 83.16
CONSOLIDATED EXPENDITURES 637.38 18.12 67224 94.81
CURENT PUBLIC EXPENDITURES 607.50 17.27 635.98 95.52
Current expenditures 304.67 8.66 340.60 89.45
Gross salaries and contributions charged to employer 200.14 5.69 198.90 100.62
Other personal earnings 7.02 0.20 549 127.87
Expenses for supplies and services 40.79 1.16 71.53 57.03
Current maintenance 8.91 0.25 1142 78.02
Interests 33.82 0.96 30.70 110.16
Rent 3.88 0.11 3.51 110.54
Subsidies 7.03 0.20 16.15 4353
Other expenditures 3.08 0.09 2.90 106.21
Capital expenditures of the current budget with funds 0.00 0.00 0.00 0.00
Transfers for social protection 241.50 6.87 237.12 101.85
Transfers to institutions, individ. NGO's and public sector 52.59 1.50 25.63 205.19
Total capital expenditures 29.88 0.85 36.26 8240
Borrowings and loans 2.00 0.06 1.70 117.65
Reserves 6.59 0.19 7.50 87.87
Payment of guarantees 0.15 0.00 2343 0.64
DEFICIT/SURPLUS** -67.32 -1.91 -130.85 5145
Payment of debts to residents 21.64 0.62 43.08 50.23
Payment of debts to nonresidents 2338 0.66 32.51 7192
Payment of liabilities from the previous period 4517 1.28 22.77 198.38
Privatization revenues 5.85 0.17 6.48 90.28
Donations 2.08 0.06 2.90 71.72
Borrowings and loans from foreign sources 43.80 1.25 154.69 28.31
Borrowings and loans from domestic sources 55.87 1.59 3817 146.37
Deposit increase/decrease 49.91 1.42 2697 185.06

* Consolidated public expenditure includes the Budget of Montenegro and state funds adn local administration.
** Surplus/Deficit as the residual of total revenues decreased by borrowings, donations, transfers adn property taxes, and
expenditures for repayment of principal based on debt of taking loan and issuing securities in the country and abroad.

Source: Ministry of Finance



